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UNITED STATES PATENT AND TRADEMARK
FEE MODERNIZATION ACT OF 2003

THURSDAY, APRIL 3, 2003

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subommittee met, pursuant to notice, at 3:08 p.m., in Room
2141, Rayburn House Office Building, Hon. Lamar Smith, [Chair-
man of the Subommittee] presiding.

Mr. SMITH. The Subcommittee on Courts, the Internet, and Intel-
lectual Property will come to order.

Good afternoon. We have a great hearing scheduled, and we will
begin in just a second. I am going to recognize myself and the
Ranking Member, Mr. Berman, for opening statements, and then
I'll introduce the witnesses we have here today.

Patents have played a central role in our industrial and economic
history since Thomas Jefferson served as the first Patent commis-
sioner. In fact, one of my predecessors, Representative Benjamin
Butterworth of Ohio, Chairman of the House Committee on Patents
in 1891, offered this critique of intellectual property and its con-
tributions to the growth and development of the United States.

He said, “Neither the most profound thinker, nor the wildest
dreamer, could have anticipated such marvelous changes and im-
provements as have been wrought out under our patent system. If
some members of the Constitutional Convention, endowed with the
gift of prophecy, had arisen in his place and in plain speech dis-
closed what their children would behold at the close of the first
century, as a result of the power conferred upon Congress in article
I, section 8 of the Constitution, his associates would have felt an
anxious concern in regard to his mental health.”

This is what Chairman Butterworth said about the value of our
patent system more than 100 years ago. What would he say today,
surrounded as we are now by computers, high-definition television
sets, cell phones and other patented inventions?

Well, the jury is in, and the verdict is unanimous. Patents are
critical to the economic health of our nation and the welfare of our
citizenry, and that is why we are here today, to evaluate a plan de-
veloped by Director Rogan that is intended to strengthen the oper-
ations of the U.S. Patent and Trademark Office.

Director Rogan developed his Five-Year Strategic Business Plan
for the PTO in response to a congressional mandate. Last year, the
Subommittee conducted an oversight hearing on the original plan,
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which led to informal discussions between the Agency and the
major user groups. The talks were productive, and we now have a
revised strategic plan that incorporates many of the suggestions of-
fered by those user groups.

The most conspicuous provision of the revised plan is a new fee
schedule that would generate an additional $201 million in rev-
enue. This represents an average fee hike of roughly 15 percent,
which is not insignificant to those who write the corresponding
checks. The fee schedule has been developed, in large part, based
on funding shortfalls at the Agency that have resulted from rev-
enue diversion.

Everyone in this room is aware of the ongoing appropriations
practice of using a portion of PTO fee revenue to subsidize other
programs unconnected to the Agency. Well, none of us like it, but
progress has been made in the past two or 3 years in curtailing fee
diversion. We all want an efficient and productive PTO that has
the resources it needs to serve the inventors and trademark hold-
ers of the United States.

Besides the fee increase, we must also consider what the extra
revenue buys. We know about outsourcing the search function at
PTO, ramping up paperless operations at the Agency and over-
hauling the certification of employees. But the Subommittee needs
to evaluate these, and the many other proposals that are part of
the revised plan.

We have an excellent roster of witnesses today who are very
knowledgeable about the PTO, both its strengths and its witnesses,
and we look forward to their testimony momentarily.

I will now recognize the Ranking Member, Mr. Berman of Cali-
fornia, for his opening statement.

[The prepared statement of Mr. Smith follows:]

PREPARED STATEMENT OF THE HONORABLE LAMAR SMITH, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF TEXAS

It is well-known that patents have played a central role in our industrial and eco-
nomic history since Thomas Jefferson served as the first patent commissioner.

In fact, one of my predecessors, Representative Benjamin Butterworth of Ohio,
Chairman of the House Committee on Patents in 1891, offered this critique of intel-
lsectual property and its contributions to the growth and development of the United

tates:

¢ [N]either the most profound thinker nor the wildest dreamer could have an-
ticipated such marvelous changes and improvements as have been wrought
out under our Patent System. . . . If some member of the [Constitutional
Convention], endowed with the gift of prophesy, had arisen in his place, and
in plain speech disclosed what their children would behold at the close of the
first century as a result of the power conferred upon Congress in [Article 1,
section 8 of the Constitution], . . . his associates would have felt an anxious
concern in regard to his mental health.

This is what Chairman Butterworth said about the value of our patent system
more than 100 years ago. What would he say today, surrounded as we are by com-
puters, high-definition television sets, cell phones, and other patented inventions?

The jury is in and the verdict is unanimous: patents are critical to the economic
health of our nation and the welfare of our citizenry. A corollary of this truth is that
the system by which we approve patents is important. And that is why we are here
today—to evaluate a plan developed by Director Rogan that is intended to strength-
en the operations of the U.S. Patent and Trademark Office.

Director Rogan developed his five-year Strategic Business Plan for the PTO in re-
sponse to a congressional mandate. Last year the Subcommittee conducted an over-
sight hearing on the original Plan, which led to informal discussions between the
agency and the major user groups. The talks were productive and we now have a
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revised Strategic Plan that incorporates many of the constructive suggestions offered
by the user groups.

The most conspicuous provision of the revised Plan is a new fee schedule that
would generate an additional $201 million in revenue. This represents an average
fee hike of roughly 15%, which is not insignificant to those who write the cor-
responding checks.

The fee schedule has been developed in large part based on funding shortfalls at
the agency that have resulted from revenue diversion. Everyone in this room is
aware of the ongoing appropriations practice of using a portion of PTO fee revenue
to subsidize other programs unconnected to the agency. None of us like it, but
progress has been made in the past two or three years in curtailing fee diversion.
We all want an efficient and productive PTO that has the resources it needs to serve
the inventors and trademark holders of the United States.

The fee increase will be the focus of today’s hearing, but we must also consider
what the extra revenue buys. We know about out-sourcing the search function at
PTO; ramping-up paperless operations at the agency; and overhauling the certifi-
cation of employees. But the Subcommittee needs to evaluate these and the many
other proposals that are part of the revised Plan in more detail.

We have an excellent roster of witnesses who are knowledgeable about PTO, its
strengths and weaknesses. I look forward to their testimony today. I now recognize
the Ranking member from California for his opening statement.

Mr. BERMAN. Well, thank you very much, Mr. Chairman.

I appreciate your calling this hearing, and I apologize if, for parts
of the testimony, I have to leave because there’s an amendment I'm
interested in that’s on the floor right now related to the supple-
mental. I want to welcome Director Rogan and our other distin-
guished witnesses.

Basically, going to the points I guess I would like to make. The
PTO, as the Chairman said, plays a vital role in fostering innova-
tion and generating substantive commercial activities, but we need
some immediate changes. Currently, patent pendency is over 25
months. The office has a backlog of 400,000 applications waiting to
be examined, with over 300,000 more expected to be filed this year.

My guess is that somewhere in that backlog of 400,000, there are
life-enhancing, productivity-increasing job producing items, and
technologies, and new drugs that we would be better having today
than waiting for.

The PTO is, and has been, overwhelmed by its ever-increasing
workload. As many of us know, firsthand, the Strategic Plan is
comprised of roughly 400 pages, and enthusiastically details a pro-
posal to implement sweeping changes in the way the PTO currently
conducts its business.

The Director and others who have labored in creating this ambi-
tious document really deserve, I think, our deepest commendations.
One of the issues we have talked about for a long time was the ab-
sence of a Strategic Plan and the ability to go to others, particu-
larly the appropriators, and say, “Here’s where the PTO is headed.
Here’s where that vision of the office is.”

They have provided us with this, and without that vision, it
would be nearly impossible for this Subommittee to understand
and support any provisions of the plan or changes to the fee sched-
ule. But I am concerned about a couple of issues. One of them was
raised by the Chairman.

First, I think before we consider the issue of a fee increase, it
seems to me we've got to take a look at the issue of fee diversion
and to understand where we all stand in terms of our commitment
to end this practice. Without a willingness on all of us, Members
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and interested parties in the PTO to put in a sincere effort to end
the diversion of PTO funds, I don’t see the logic of raising the fees.

I have in the past and I'm willing now to work for this goal, but
I wouldn’t expect my colleagues to champion a cause such as this
without having the active participation and firm commitment of all
of the influential industry groups that want us to deal with this
backlog, that are willing to support a reasonable fee increase to in-
crease the productivity, but don’t prioritize the pro—stopping the
diversion.

And let me tell you, I very much want to see greater discre-
tionary funding. If you want to put in a freeze on the top tax brack-
et, I'm fine with it. If you want to increase the gas tax, I'm fine
with it. Other ways to find appropriation revenues for the Federal
Government to spend on the problems of the American people, I
think it’s very important, but the notion that we’re going to take
this almost foolish method, which is we’re going to tax innovation
through a substantial increase in fees in order that that can be di-
verted into more general funding appropriations is the dumbest
way to do it, and I don’t see why we should be part of that process.

So I think we have to address the issue of the diversion, and at
least I'm not persuaded that the Administration, at its highest lev-
els, is a partner in that effort, and I am not yet persuaded that the
corporate world and the world of patent applicants is willing to
prioritize this issue enough to make it possible for us to go beyond
this Subommittee in terms of prohibiting the diversion. So I think
Wle have to address the fact of that prohibition as we consider this
plan.

There are a number of other issues involved in the Strategic
Plan, which I want to ask questions about, but, again, I think it
is bold and interesting. There are some issues involving increases
in fees, but decreasing the time for patent examiners, and I want
to figure out how that affects patent quality, the whole question of
having someone else do searches, but when I am told that the ex-
aminer in the end is going to have to do pretty much a search any-
way, and is that really a basis for saving time for the patent exam-
iner I think deserves some probing. I guess there are some ques-
tions about how the fee increases are proposed, but the funda-
mental concern to me is that we address the issue of the diversion
at the same time as we address the Strategic Plan because that is
the logic for the fee increases; to make this a better, faster, higher-
quality patent process, and with the diversions still allowed, we
could do all of that and get nothing for it.

Mr. SMITH. Thank you, Mr. Berman.

Let me thank all of the Members for their presence here, and
without objection, their opening statements will be made a part of
the record.

[The prepared statement of Mr. Conyers follows:]

PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR. A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN

It’s nice to see our former Judiciary colleague Jim Rogan back here. The U.S. Pat-
ent & Trademark Office always has played a crucial role in America’s economy. The
last decade has seen an unprecedented boom in technology, due mainly to the inven-
tion of new technologies and patents granted on them by the PTO. The importance
of patents to technological advancement is evidenced by the rapid increase in the
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number of patent applications. As our economy grows and technology advances, our
oversight over the PTO becomes even more important.

Past oversight indicated that we needed to streamline the PTO. We were able to
accomplish that to a certain extent with the American Inventors Protection Act of
1999. Among other things, the bill restructured the agency to make it more efficient
and effective at examining patents and registering trademarks. Unfortunately, the
PTO still faces obstacles to becoming completely efficient.

As you all may be aware, the PTO takes no money from taxpayers; instead, it is
fully funded by user fees and generates approximately $1 billion per year in reve-
nues from those fees. This success has been an Achilles’ heel—the Administration
and appropriators take advantage of the revenues and treat the PTO as a cash cow,
diverting hundreds of millions of dollars of fees every year for other government pro-
grams. That diversion is making it difficult for the PTO to hire or even retain quali-
fied examiners.

But these are not just concerns about personnel and efficiency—there are real
world issues. The lack of resources has caused the time period between the filing
of a patent application and a final decision on it to grow from 19.5 months to 26
months in just a few years and is expected to be 38.6 months by 2006. At that rate,
inventions will be obsolete by the time theyre patented. Our technological advance-
ment and our economy can only suffer if Congress and the Administration sit idly
by while this happens.

Fortunately, former Subcommittee Chairman Coble, Ranking Member Berman,
and I worked on several pieces of legislation to address these issues, hoping they
would send a message that diversion is wrong and must be stopped. Unfortunately,
the problem continues.

The PTO now has proposed a new plan to modernize itself. Among other things,
the plan calls for an increase in filing fees and for the use of outside contractors
to conduct patent searches. I have reservations about both of these proposals. First,
it is troubling to me that we would raise fees for patent applicants at the same time
that their money is being diverted to other, unrelated programs. By increasing fees
without stopping diversion, we could be creating a bigger pool of money from the
Administration and the appropriators could steal.

Second, I believe the use of outside contractors could raise many issues. Searching
old patents and journals is one of the core functions of the PTO and its examiners,
giving that job to outside companies would be like having the SEC hire someone
else to review IPO’s. Moreover, I would like to know what protections patent appli-
cants would have for contractors that do bad searches—would applicants get extra
time for their applications? Finally, there could be major conflicts of interest if a
company that seeks patents gets hired as a contractor.

These are some of the questions I have and hope can be answered during this
hearing.

Mr. SMITH. Our first witness is the Honorable Jim Rogan, under
secretary of Commerce for Intellectual Property and Director of the
U.S. Patent and Trademark Office. We all remember him as a col-
league, and a valued one at that, who served on this Subommittee
from 1997 to 2001.

Director Rogan has a distinguished career in public service. He
was a prosecutor in the Los Angeles County District Attorney’s Of-
fice and became California’s youngest sitting State court judge in
1990, before his election to the California State Assembly in 1994.
Judge Rogan earned a B.A. degree from the University of Cali-
fornia at Berkeley, and his J.D. from UCLA School of Law, where
he also served as a member of the law review.

Our next witness is Mike Kirk, who serves as the executive di-
rector of the American Intellectual Property Law Association. In
1993, Mr. Kirk served as the acting assistant secretary of Thomas
and acting commissioner of Patents and Trademarks, and from
1994 to 1995, he served as the deputy assistant secretary of Com-
merce and deputy commissioner of Patents and Trademarks.

Mr. Kirk earned his bachelor’s of science in electrical engineering
at the Citadel, his juris doctorate from Georgetown Law Center,
and his master’s of public administration from Indiana University.
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Our next witness is John K. Williamson, president of Intellectual
Property Owners, and chief intellectual property counsel for PPG
Industries. Prior to joining PPG, in 196, he had been the chief pat-
ent counsel for Westinghouse Electric Corporation and for Alle-
gheny International. Mr. Williamson is an adjunct professor of law
at Duquesne University. He received a B.S. in mechanical engi-
neering and a juris doctorate from the University of Missouri.

Our last witness is Ronald J. Stern, president of the Patent Of-
fice Professional Association. Mr. Stern holds a bachelor’s degree
from the City College of New York and a law degree from George
Washington University. He has worked as a primary examiner at
PTO since 1964.

It is nice to have you all with us. We have written statements
from you all, which will also be made a part of the record, and let
me remind you, we would like to adhere to the 5-minute rule for
testimony, and there will be ample times, I am sure, for ques-
tioning after that.

With that, Director Rogan, we will begin with you, and look for-
ward to your testimony.

STATEMENT OF HONORABLE JAMES ROGAN, UNDER SEC-
RETARY OF COMMERCE FOR INTELLECTUAL PROPERTY
AND DIRECTOR OF THE U.S. PATENT AND TRADEMARK OF-
FICE

Mr. RoGAN. Mr. Chairman, Ranking Member Berman, and Mem-
bers of the Subommittee, thank you for the opportunity to testify
today on the challenges facing the PTO.

It’s a special privilege, Mr. Chairman, to appear before you in
your new capacity as Chairman of the Subommittee. You have al-
ways shown a keen appreciation for the importance of intellectual
property in our Nation’s economy. I look forward to continuing
working with you, and my good friend, the Ranking Member, and
the other Members of this Committee on the many intellectual
property issues that will come before this body during your chair-
manship.

Mr. Chairman, as you indicated in your prepared remarks, last
year, the Subommittee conducted two important hearings on the
PTO. At those hearings, I detailed the impending crisis confronting
the office due to our increasing large and complex workload. On
both occasions, I testified that without fundamental changes to the
way the PTO operates, the quality of patents and trademarks we
issue likely will deteriorate, and the time it takes for applications
to be reviewed will skyrocket.

I quoted a 1981 U.S.News & Word Report article on the PTO
which said, “The U.S. patent process is so sluggish, outdated and
undependable that it is contributing to the decline of innovation in
America.”

Mr. Chairman, what was the reason for this editorial pessimism
over two decades ago? It was because back then the average tend-
ency for a patent application was 22 months, and there was a back-
log of 75,000 applications awaiting review. Over 20 years later, the
bad news is that the quality and pendency problems facing our
agency are exponentially greater and a threat to the health of
America’s intellectual property system.
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Currently, the average pendency wait for an application is over
2 years, and in some critical technologies it can be three, four, five
or more years, and it is expected to keep going up. Also, we get
about 350,000 new applications each year, and they are added to
a backlog that we have right now of almost a half-million pending
applications.

As the charts before you show, if the status quo remains, the in-
ventory of unexamined patent applications will speed light years
beyond the mere 75,000 lamented in that 1981 article. It will ex-
plode to a backlog of over one million applications by 2008, more
than double the current amount. Over 140,000 patents will not
issue over the next 5 years, and average pendency, will jump to
over 40 months. The patent system as we know it might well col-
lapse as an effective tool for IP protection.

The good news is that we now have a 5-year strategic plan, sup-
ported by the Administration and scores of America’s largest com-
panies and intellectual property groups, that will help abate this
crisis. The 21st Century Strategic Plan pursues three main objec-
tives: making the application process simpler and faster, being
more responsive to the needs of our customers and the demands of
the global marketplace, and to be more productive.

Assuming the needed changes to our fee structure are passed by
Congress, the plan will help enhance the quality of patent and
trademark operations, control patent and trademark pendency,
allow us to hire almost 3,000 new patent examiners, transition
from paper to e-Government processing for trademarks by Novem-
ber of this year and deliver an operational e-Government proc-
essing system for patents by October 2004.

Our plan will ensure that quality permeates every action of the
PTO by hiring the people who make the best patent and trademark
examiners, certifying their knowledge and competencies throughout
their careers and focusing on quality in all aspects of the examina-
tion process.

These initiatives will bolster confidence in the quality of U.S.
patents and trademarks, which will help spur the economy and re-
duce litigation costs.

The consensus we have achieved on this historic plan is due to
the hard work and dedication of groups, such as are before us
today: the AIPLA, IPO, the ABA’s Intellectual Property Law sec-
tion, BIO, INTA and our Patent and Trademark Public Advisory
Committees, just to name a few. I want to express my sincere ap-
preciation for their partnerships and their support of the plan’s 37
action initiatives.

Finally, Mr. Chairman, I commend and thank both you and
Ranking Member Berman for introducing yesterday H.R. 1561. I
firmly believe this legislation is a critical step forward in giving the
PTO the tools needed to avert a catastrophe and to help us field
a nimble, flexible PTO that can respond rapidly to changing mar-
ket conditions.

[The prepared statement of Mr. Rogan follows:]

PREPARED STATEMENT OF JAMES E. ROGAN

Chairman Smith, Ranking Member Berman, and Members of the Subcommittee:
Thank you for this opportunity to testify today on the challenges facing the
United States Patent and Trademark Office (USPTO). It is a special privilege, Mr.
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Chairman, to appear before you this morning in your new capacity as Chairman of
this Subcommittee. You have a keen appreciation of the importance of intellectual
property protection to our nation’s economy, and I look forward to working with you
and my good friend, Ranking Member Berman, in the months ahead on the many
intellectual property issues that will come before this body.

In April and July of last year, this Subcommittee conducted two important over-
sight hearings on the operations and funding of the USPTO. At both of those hear-
ings, I detailed the impending crisis confronting the Office due to our increasingly
large and complex workload. On both occasions I testified that without fundamental
changes to the way the USPTO operates, the quality of the patents and trademarks
we issue likely will deteriorate, and the time it takes for an application to be re-
viewed will skyrocket. Indeed, patent pendency rates in the United States now aver-
age over two years, and in some critical technologies pendency averages four years.
Without significant changes to our method of processing applications, the pendency
time for the average application will soon reach three to four years.

There is both good news and bad news to report since those hearings took place.

The bad news is that the quality and pendency crisis facing our agency has not
gone away. In fact, these problems are a greater threat to the health of America’s
intellectual property system than ever. Moreover, the longer we wait to confront
these issues, the more costly and time consuming it will be to overcome them.

All is not without hope, however.

The good news is that we have a plan—a revised, comprehensive five-year stra-
tegic plan—supported by the Administration, including the Office of Management
and Budget, and constituency groups that will put us on a path to meeting these
challenges in the months and years to come. The 21st Century Strategic Plan is tar-
geted toward timeliness, e-Government, employee development and competitive
sourcing—all with a central quality focus. Assuming the needed changes to our fee
structure are passed by Congress, the Plan will boost productivity and substantially
cut the size of our inventory. It will transform the USPTO into an information age,
e-commerce based organization, which is the goal of President Bush’s Management
Agenda. Because intellectual property-based enterprises represent the largest single
sector of the U.S. economy, the Plan will also promote economic growth.

The 21st Century Strategic Plan is built on the premise that American innovators
need to obtain enforceable intellectual property rights here and abroad as
seamlessly and cost-effectively as possible. It provides a roadmap for creating an
agile organization worthy of the leadership role American intellectual property plays
in the global economy.

Let me take a few moments to summarize the sequence of events that has led
us to where we are today.

When I arrived at the USPTO sixteen months ago, I initiated an aggressive top-
to-bottom review of the agency to identify new and possibly nontraditional ways to
improve quality and reduce pendency. This review was in response to the expecta-
tions and demands of the President and Secretary of Commerce, Congress, the own-
ers of intellectual property, the patent bar, and the public-at-large. All wanted us
to boldly address the challenges of improving quality, reducing pendency, and imple-
menting e-government.

Last year we started to design a new plan for how the USPTO should operate.
That Plan—our 21st Century Strategic Plan—was unveiled last June and pursued
three main objectives: (1) to make the application process simpler, faster, and more
efficient; (2) to be more responsive to the needs of our customers and to the de-
mands of the national and global marketplaces; and (3) to be more productive.

The original Plan was particularly bold and marked a fundamental departure
from business as usual. Resistance to change being what it is, some of the Plan’s
provisions—particularly those concerning deferred examination, applicant-commis-
sioned searches, mandatory Information Disclosure Statements, and changes in
some of our fees—was criticized.

We spent much of last summer and fall listening to those who had suggestions
for ways to improve the Plan. I am pleased to report that these discussions were
fruitful. They helped us draft a revised Strategic Plan that (while more modest than
its first incarnation) recognizes that the USPTO’s current business model and fee
structure fails to meet the realities of the 21st century. Today, the Plan’s 37 action
initiatives and fee changes are endorsed by the American Intellectual Property Law
Association (AIPLA), the Intellectual Property Owners Association (IPO), the Amer-
ican Bar Association’s Section of Intellectual Property Law, the Biotechnology In-
dustry Organization (BIO), the International Trademark Association (INTA), our
Patent Public Advisory Committee and our Trademark Public Advisory Committee.
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In addition, nearly one hundred of America’s largest companies and intellectual
property groups have expressed their support.

The key features of our revised Strategic Plan, which we submitted to the House
and Senate last month in conjunction with the President’s 2004 budget request, will:

¢ Enhance the quality of patent and trademark examining operations through
consolidation of quality assurance activities.

¢ Accelerate processing time by transitioning from paper to e-government proc-
essing for trademarks by November 2, 2003—in tandem with implementation
of the Madrid Protocol.

¢ Deliver an operational system to process patent applications electronically by
October 1, 2004, including electronic image capture of all incoming and out-
going paper documents.

¢ Control patent and trademark pendency and reduce time to first Office ac-
tions.

* Competitively source patent application classification and search functions,
and concentrate Office expertise as much as possible on the core examination
functions.

¢ Provide for the hiring of almost 3,000 new patent examiners over the next
five years.

¢ Expand our bilateral and multilateral discussions to strengthen intellectual
property rights globally and, through work sharing, reduce duplication of ef-
fort among offices.

Changes in the Plan made at the behest of the user community required us to
jettison our earlier goal of reaching 18-month average pendency. This is because of
the higher priority the revised Plan places on quality and patent e-government ini-
tiatives. Nonetheless, our goal will be to produce, on average, a “first office action”
for non-provisional applications at the time of 18-month publication. In addition, we
seek to have a patent search report for other patent applications issuing in the same
time frame.

Let me highlight some of the proposed changes in the Plan that I think are of
the greatest significance.

First, we originally called for a legislated deferral of examination of up to 18
months from the earliest filing date. The revised Plan provides an administrative
alternative that will give applicants the option of abandoning their applications
prior to search or examination and receive a partial fee refund. This alternative will
still achieve many of the benefits of deferred examination.

Second, the original Strategic Plan required applicants to provide search reports
obtained from commercial search organizations. Under the new Plan, the USPTO
will contract the search from commercial search organizations or foreign offices, not
the applicant.

Third, the punitive fees we originally proposed for excessive claims and pages of
complex specifications have been replaced with a linear fee system to ensure that
fees charged for excessive claims and pages of complex specifications are propor-
tional to the increased processing costs.

Lastly, the originally proposed four-track examination system has been revised in
favor of a multiple track of five filing options.

The revised Plan emphasizes our commitment to testing and evaluating the initia-
tives, most notably in the areas of outsourcing, quality enhancements and e-Govern-
ment. All of the initiatives in the Plan will be subjected to thorough evaluation. The
implementation plans accompanying each of the proposed initiatives contain specific
milestones for initiating pilot projects and evaluating the data before deployment
decisions are made.

Quality must permeate every action taken by every employee of the USPTO, and
this Plan will assure quality by hiring the people who make the best patent and
trademark examiners, certifying their knowledge and competencies throughout their
careers, and focusing on quality in all aspects of the examination of patent and
trademark applications. For example, quality will be engineered into our processing
by ensuring proper training and certification of examiners and expanding the “sec-
ond-pair-of-eyes” review in selected technology areas. We believe these initiatives
will bolster confidence in the quality of U.S. patents and trademarks, thereby spur-
ring our economy and reducing litigation costs.

Another critical element of quality enhancement is tied to competitively sourcing
the search function so that we can concentrate examiners’ expertise as much as pos-
sible on the sovereign, core government function of patentability decision-making.
When examiners are provided with quality search results and do not need to per-
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form a separate search, they will be able to concentrate their efforts on what they
do best: the determination of patentability. Reducing examiners’ prior art search re-
sponsibilities will also achieve greater examiner productivity.

The USPTO has relied upon the European Patent Office’s (EPO) search examiners
in The Hague to perform searches of applications filed under the Patent Cooperation
Treaty. These searches, which cover virtually every technology including bio-
technology and telecommunications, are one way of managing the massive workload
problem we face. The results to date on more than 75,000 searches conducted by
the EPO over the past four years have been positive and confirmed through exten-
sive surveys of U.S. patent applicants who have consistently expressed the view that
EPO searches are high quality in nature.

By outsourcing the search function, we can ensure that the patent examiners of
tomorrow will be like the quality review examiners of yesterday in that they will
begin with a more complete search and set of information as their starting point.
To that end, we will be diligent in selecting and monitoring the contract or foreign
searching authorities to ensure that patent searches provided by them are of the
highest quality.

The consensus we have achieved is due to the hard work and dedication of groups
such as the AIPLA, IPO, the ABA’s Section of Intellectual Property Law, BIO,
INTA, the Patent Public Advisory Committee and the Trademark Public Advisory
Committee. I want to express my sincere appreciation for their partnerships.

It is important to note that our partners recently have expressed concerns that
the new fee system will not guarantee that the USPTO have access to all of its user
fees. The Administration shares these concerns. President Bush cut the level of “fee
diversion” by nearly fifty percent from the FY 2003 Budget level in the Administra-
tion’s FY 2004 budget request for our agency. Last month Commerce Secretary Don
Evans addressed this topic while testifying before a subcommittee of the House Ap-
propriations Committee. There he said “the Department is working to eliminate the
practice of using USPTO revenues for unrelated federal programs. Making more fees
available sooner will enable the agency to increase the quality of patents and trade-
marks issued.”

The concern over “fee diversion” has led some in the patent community now to
recommend that our fee proposal be amended so that any new fee structure would
sunset after a period of two or three years. This idea, never raised during discus-
sions leading to our accord, is flawed and would cast grave doubt upon the desir-
ability of the Administration supporting a revised fee bill containing such a provi-
sion.

As the Members of the Subcommittee know all too well, Congress has given the
USPTO clear directives to develop and implement a five-year plan. Subjecting our
fee structure to a sunset provision would result in an unacceptable level of uncer-
tainty. It would cripple the USPTO from making any long-range planning or invest-
ments in infrastructure, training, or recruiting. For example, under a sunset provi-
sion, exigencies could force us to lay off the approximately 3,000 patent examiners
we intend to hire over the next five years. At the very least, a sunset provision
would frustrate our efforts to recruit qualified scientists and engineers for the pat-
ent examining corps.

A sunset provision would also cast a shadow of uncertainty on American busi-
nesses and inventors who, in return for a set fee structure, have an expectation that
services will be improved with respect to pendency, quality, and e-government. This
provision would decrease predictability and thereby raise costs and increase pend-
ency.

Mr. Chairman, if we want to ensure a more vibrant, seamless, and cost-effective
American intellectual property system, our 21st Century Strategic Plan offers a sen-
sible and pragmatic means for achieving it. But this all hinges on passage of our
revised fee structure. Without the ability to hire and train new examiners and also
improve our infrastructure, our hands will be tied.

The consequences of failing to enact the fee bill and giving the USPTO access to
those fees will mean quality and pendency will continue to significantly suffer. We
will be unable to hire needed examiners, and over 140,000 patents will not issue
over the next five years. The inventory of unexamined patent applications will sky-
rocket to a backlog of over one million applications by 2008—more than double the
current amount—and pendency (as measured from the time of filing) will jump to
over 40 months average in the next few years. This would represent the highest
pendency rate in many decades.
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Surely we all agree that this scenario is unacceptable. Therefore, I am asking this
Subcommittee to give us the tools needed to avert this crisis—and to let us field
a nimble, flexible USPTO that can respond rapidly to changing market conditions.
Time is not on our side, and the ramifications for the future of innovation and our
economy are great.

Mr. SMITH. Thank you, Director Rogan.
Mr. Kirk?

STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR,
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION
[ATPLA]

Mr. Kirk. Thank you, Mr. Chairman, and Members of the
Subommittee. I am pleased to have the opportunity to present the
views of the AIPLA on H.R. 1561 and the 21st Century Strategic
Plan.

The PTO is in a crisis. The Patent and Trademark systems have
declined steadily over the last decade. Over $650 million in user
fees have been diverted since 1992. Quality has suffered. It is tak-
ing longer to get patents, and only a fraction of patent applications
are filed electronically and none are processed electronically.

AIPLA strongly endorsed the three principal goals of the original
Strategic Plan: quality, timeliness and electronic filing and proc-
essing. The original plan contained several desirable innovations to
enhance patent quality.

There were a number of proposals in the original plan, however,
that we found objectionable:

One was for an 18-month statutory deferred examination system.
Another would allow applicants to select private contractors to per-
form searches and to provide those searches directly to the PTO.
We have worked diligently with Under Secretary Rogan and his
colleagues to find acceptable alternatives. We commend the Under
Secretary for the manner in which he has engaged with us to find
consensus on the plan.

Last fall, Under Secretary Rogan shared with us an early draft
of the summary that was published in February of this year. In
view of those refinements, AIPLA endorsed the Strategic Plan.

On the critical issue of diversion, Secretary Evans testified last
month for the first time that a very senior Administration official
had ever testified, stating an intention to work toward the elimi-
nation of diversion. This is a first.

Given his commitment and the proposed lowering of the diver-
sion by 40 percent over the level proposed last year, AIPLA be-
lieves that progress has been made on diversion an can support
H.R. 1561, but only with, now, two important caveats. In our pre-
pared statement before H.R. 1561 was introduced, we expressed
concern about the effective date. This concern is obviated with the
effective date provision in H.R. 1561.

Turning to our remaining concerns, first, any fee bill enacted, in
our opinion, must have a sunset. Under the sunset provision we en-
vision, the fees set in H.R. 1561 would revert to the current fee
schedule after 3 years unless extended by Congress. This would
give the Administration and the user community the opportunity
to convince the congressional appropriators to reduce and/or elimi-
nate diversion. If the appropriators do not continue on the path
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started by the PTO and the Department of Commerce, we see no
reason for the higher fees to continue.

AIPLA continues to believe that the PTO’s Strategic Plan, fol-
lowing successful testing and pilot projects, represents the best ap-
proach to address the problems of quality, pendency and e-filing,
given the constraints imposed on the PTO, of which we are all
aware. Unless our belief is proven wrong, we will be among the
first to ask Congress to continue the new fee schedule if progress
is made in eliminating diversion. In the absence of progress in
eliminating diversion, we believe the higher fees should end on
September 30, 2006.

Secondly, H.R. 1561 would authorize the Director to set the fees
for searching patent applications. This fee has historically been a
component of the fee for filing of patent application, and Congress
has always properly reserved for itself the right to set that fee. We
see no reason to change this practice.

The PTO has dropped its proposal for a permanent statutory 18-
month deferred examination system, replacing it with a flexible de-
ferred examination system. Allowing the deferral period to be de-
termined by how long it takes the PTO to reach an application is,
in our view, not acceptable. This would create even greater uncer-
tainty than the original 18-month deferred examination proposal.

AIPLA wants an average 18-month pendency for all patent appli-
cations at the earliest practicable time. Working toward this goal,
the PTO should focus on providing a search sufficiently early to
allow applicants to decide whether to proceed with examination be-
fore publication occurs at 18 months. This would inform the public
whether a patent is being sought and would reveal the search re-
sults when a decision is made to proceed.

We recognize that, in the near term, applicants in the worst
back-logged areas are not going to receive searches in time to make
decisions about examination prior to 18-month publication. For
these applicants, AIPLA is not opposed to their being asked wheth-
er they wish to proceed at a time closer to when examination would
actually occur, with the understanding that the PTO will make
every effort to complete searches so that they can be published
with the request for examination at 18 months.

Failure to enact an appropriate fee bill to fund a sound Strategic
Plan is not an option. We look forward to reviewing the detailed
proposals in the revised plan published just yesterday and working
with the PTO, should we find any areas of the plan that we believe
could be further refined and improved.

We thank you, Mr. Chairman, for holding this hearing. We would
be pleased to answer any questions you might have.

[The prepared statement of Mr. Kirk follows:]

PREPARED STATEMENT OF MICHAEL K. KIRK

Mr. Chairman:

I am pleased to have the opportunity to present the views of the American Intel-
lectual Property Law Association (AIPLA) on the “United States Patent and Trade-
mark Office Fee Modernization Act of 2003.”

The AIPLA is a national bar association of some 14,000 members engaged in pri-
vate and corporate practice, in government service, and in the academic community.
The AIPLA represents a wide and diverse spectrum of individuals, companies and
institutions involved directly or indirectly in the practice of patent, trademark, copy-
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right, and unfair competition law, as well as other fields of law affecting intellectual
property. Our members represent both owners and users of intellectual property.

BACKGROUND

ATPLA said last year that the United States Patent and Trademark Office (PTO)
is in crisis. We believe it remains in crisis. The viability of our nation’s patent and
trademark systems has been steadily eroded over the last decade. The Executive
Branch and the Congress have participated in diverting fee revenues from the PTO
since 1992. To date, over $650,000,000 in patent and trademark fees paid by PTO
users have been diverted from, rescinded, or made unavailable to the Office. Quality
has suffered. Large and small companies are increasingly being subjected to litiga-
tion (or its threat) on the basis of questionable patents. Patent applicants are en-
countering longer delays in obtaining protection for valuable new technologies. Until
the sharp decline in the filing of trademark applications, delays in obtaining trade-
mark registrations were hampering the marketing efforts of large and small busi-
nesses, increasing uncertainty in the marketplace. And while over half of all trade-
mark applications are now filed electronically, only a fraction of patent applications
are filed electronically, and neither patent nor trademark applications are currently
processed electronically through the Office.

At the Oversight Hearing which the Subcommittee held on April 11, 2002 on the
“The U.S. Patent and Trademark Office: Operations and Fiscal Year 2003 Budget,”
AIPLA testified that achieving a strong and effective Patent and Trademark Office
would require focusing on three critical objectives: quality, timeliness and improved
electronic filing and processing capabilities. AIPLA expressed its support for the top-
to-bottom review of the operations which Under Secretary Rogan had undertaken,
as well as the strategic planning process that the Congress and the user community
had been requesting for years. While we reiterated our strong opposition to any di-
version of patent and trademark fees, we stated that we would support a reasonable
statutory fee increase to implement a five-year plan that would achieve the goals
that the PTO, Congress and we seek.

On June 3rd, the PTO released its original 21st Century Strategic Plan and fee
legislation to implement it. AIPLA found a number of positive features in the Plan
and fee bill. Central to the original Strategic Plan’s approach for improving quality
and reducing pendency of patents was a “Four-Tracks Patent Examination Process”
which would base patent examination by PTO examiners on patent searches con-
ducted by private firms and foreign patent offices. By using patent searches from
these other sources, the PTO hoped to off-load search work from examiners, allow-
ing them to concentrate on the core government function of examination. An 18-
month deferred examination system was an integral feature of the Four Tracks sys-
tem.

We stated then and we reiterate now: were AIPLA given a blank sheet of paper,
we certainly would not have opted for the Four Tracks system. In the abstract, we
believe that separating search and examination makes no sense. This requires two
individuals to familiarize themselves with the details of the invention—one to
search and the other to examine. That is not as efficient as having one person re-
sponsible for both search and examination. The one office with the most experience
with separate search and examination, the European Patent Office, is abandoning
this approach in favor of having one person perform both functions—the way the
PTO currently does.

But AIPLA approaches the evaluation of the PTO’s operational changes in the
real-world context in which it has been proposed. Notwithstanding the fact that the
United States patent examination system has been developed and perfected over a
two-hundred-year period, we recognize that the PTO has to work in a system of con-
straints imposed by the Executive Branch and the Congress. While the PTO could
continue to pursue a more traditional approach of asking for increased examiner re-
sources to improve quality and reduce pendency, neither the Executive Branch nor
the Congress are going to listen. Congressional appropriators have made it very
clear that they demand a new approach, one that seeks other ways to tackle these
problems. So we could argue for the old way and watch the system continue to dete-
riorate. Instead, we choose to work with the PTO to develop alternative ways to ad-
dress the problems, ways that might gather the needed support. As we stated in
our earlier testimony, we can either curse the darkness or light a candle. AIPLA
chooses to light a candle.

ATPLA found that the original Strategic Plan contained several desirable innova-
tions. We endorsed initiatives to:

« create a competitive compensation package for Supervisory Patent Examiners
to attract and retain the best employees in these jobs,
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¢ develop suitability tests for potential examiner candidates,
« establish “training art units” for new examiners in high volume hiring areas,
¢ develop a testing process to certify examiners for promotions, and

¢ expand to other patent areas the “second set of eyes” concept successfully
used with business method patents.

All of these initiatives will enhance patent quality. We also endorsed charging claim
fees that would ensure that applicants pay the actual costs of processing applica-
tions containing large numbers of claims.

At the same time, there were a number of features in the original Strategic Plan
that we found objectionable. One of these was the notion of implementing perma-
nent, statutory, deferred examination for a period of 18 months as included in the
PTO’s proposed Four-Tracks system and the accompanying fee bill. We believed
then, and still believe now, that the benefits projected by the PTO for itself and pat-
ent applicants were outweighed by the resulting extended period of uncertainty dur-
ing which the public would be left in the dark regarding whether a patent will issue
or what its scope will be. We also opposed requiring an applicant to select a Cer-
tified Search Contractor to perform the initial prior art search and provide the re-
sults to the PTO. In our view, the PTO must remain responsible for ensuring the
adequacy and scope of the search results returned by the contractor.

We found the proposal by the PTO to have applicants pay increased excess claim
fees to fund the extra work such claims might entail to be punitive in nature and
unrelated to the actual amount of extra work involved. Similarly, we found the sur-
charges the PTO proposed to levy on applications merely because they contain
claims that were patentably indistinct from claims in other applications from the
same applicant would severely penalize applicants who are not seeking to game the
system.

During the months following the release of the original Strategic Plan and fee bill,
AIPLA met with PTO officials to explain our concerns and to work with them to
find acceptable alternatives. We would like to commend Under Secretary Rogan and
his staff for the manner in which they engaged in the effort to achieve the quality,
pendency, and e-filing goals in a manner that addressed our concerns.

On October 24, 2002, AIPLA joined with the Intellectual Property Owners Asso-
ciation (IPO), the International Trademark Association (INTA), and the Bio-
technology Industry Organization (BIO) in a letter to OMB Director Mitchell E.
Daniels, Jr. to express support for the efforts of the United States Patent and
Trademark Office (PTO) to address the crisis situation facing the patent and trade-
mark systems (a copy of that letter is attached). We stated that the 21st Century
Strategic Plan developed by Under Secretary Rogan represented an innovative and
ambitious program to enhance the quality of patents and trademark registrations,
to reduce the unacceptably long and growing times it takes to obtain them, and to
achieve efficient, reliable, and user-friendly electronic filing and processing of patent
and trademark applications. While we listed our reservations about certain details
of the Plan, we indicated our full support for the goals that the Plan seeks to
achieve. We also indicated our willingness to support an increase in funding nec-
essary to implement those portions of the Strategic Plan we endorsed, where their
effectiveness was proven by appropriate testing and pilot projects. We emphasized,
however, that our support was contingent on the Executive and Legislative
Branches effectively addressing the issue of diversion and that we would strongly
oppose any fee increase not accompanied by an appropriate solution to diversion.

On November 22, 2002, AIPLA joined with IPO and INTA in another letter to
OMB Director Daniels to report that, in light of proposed refinements to the Plan
then recently shared with us by Under Secretary Rogan, we whole-heartedly en-
dorsed the Plan (a copy of that letter is also attached). The three organizations rec-
ognized that the PTO would need additional resources to implement its Plan and,
in that regard, discussed patent and trademark fee increases with the PTO that,
with projected workload increases, would generate $1.5 billion in FY 2004. We stat-
ed that, with proposed refinements to the Plan, including testing and evaluation be-
fore deployment where appropriate, we were fully prepared to support a statutory
fee increase of this magnitude so that the PTO could promptly and fully implement
the Plan. Again, we reiterated that our support was based upon the assumption that
the Bush Administration would effectively address the issue of diversion, noting
that our members would insist that we strongly oppose any proposed fee increase
that does not include an appropriate solution to diversion.
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REVISED STRATEGIC PLAN AND NEW FEE BILL

On February 4th of this year, the PTO published an Executive Summary of its
revised Strategic Plan and a new fee bill to support it. The first question that must
be addressed is whether the new fee bill should be supported given the size and na-
ture of the proposed fees (which will raise $1.504 billion), the level of diversion rec-
ommended in the President’s Budget ($100 million) and the assurances given by Ex-
ecutive Branch officials to work toward limiting and/or eliminating diversion. As
previously noted, the amount of fee revenue that would be raised by the revised fee
bill ($1.504 billion) is in line with what we and our sister organizations indicated
would be acceptable in our November 22nd letter.

A Department of Commerce (DOC) press release on its FY 2004 budget contained
the following language addressing the issue of diversion:

The President has reduced the annual practice of “fee diversion,” under which
a portion of the United States Patent and Trademark Office’s (USPTO) fees are
not available to the agency in the year they are collected—by nearly 50% in the
Administration’s Fiscal Year (FY) 2004 Budget. This bold step is being taken
as part of Secretary Evans’ efforts to create the conditions for economic growth
and continued technological leadership by working to eliminate the practice of
using USPTO revenues for unrelated federal programs.

A PTO press release offered the following comments:

“The President has reduced the annual practice of fee diversion by nearly 50
percent in the Administration’s Fiscal Year 2004 Budget,” noted Under Sec-
retary James E. Rogan. “This bold step is being taken as part of Secretary
Evans’ efforts to create the conditions for economic growth and continued tech-
nological leadership by working to eliminate the practice of using USPTO reve-
nues for unrelated federal programs.”

On March 6th, in testimony on the Department of Commerce’s FY 2004 budget
before the Commerce, State, and Justice Subcommittee of the House Appropriations
Committee, Commerce Secretary Don Evans stated:

To support technology innovation and provide for intellectual property protec-
tion, the Department is working to eliminate the practice of using USPTO reve-
nues for unrelated federal programs. Making more fees available sooner will en-
able the agency to increase the quality of patents and trademarks issued.

Finally, on March 20th, in testimony on the Department of Commerce’s FY 2004
budget before the Commerce, State, and Justice Subcommittee of the Senate Appro-
priations Committee, Secretary Evans stated:

The Department is also working to eliminate the practice of using USPTO
revenues for unrelated Federal programs so that a greater share of the appli-
cants’ fees are available to the agency in the year that they are collected.

While these statements are not as unequivocal as we would have hoped, and were
made in the context of an FY 2004 budget that expressly provides for diversion, this
is the first time since diversion began in the 1990’s that DOC and PTO officials
have publicly stated an intention to work toward its elimination. Accordingly, while
the President’s Budget does not recommend an end to diversion, and Executive
Branch officials have not set any date for eliminating diversion, AIPLA nonetheless
understands that some real progress has been made on the diversion front. PTO and
DOC officials have obviously listened to the concerns expressed regarding diversion
and have made an effort to respond. AIPLA therefore supports the enactment of a
fee bill along the lines of the revised fee bill released on February 4th, but, based
on the information available to us at this time, does so only with three important
caveats.

1. Sunset Provision

First, any fee bill enacted must have a “sunset.” AIPLA and other user groups
have discussed various forms of sunset provisions in the past, but these were tied
to the level of appropriations the PTO received relative to the amount of fee revenue
the fee bill would generate. AIPLA now believes that the sunset provision need not
be linked to the level of diversion. The sunset provision we now advocate would be
a simple sunset provision that would automatically revert the revised fee schedule
to the current fee schedule after three years unless extended by the Congress. This
would give the PTO and the DOC three years to continue the effort they have initi-
ated to reduce and/or eliminate the diversion of PTO fee revenues in the President’s
Budget. Equally important, this would give the PTO and the DOC three years to
convince Congressional appropriators to reduce and/or eliminate diversion. In the
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final analysis, the elimination of diversion is ultimately in the hands of the Congres-
sional appropriators. If they choose not to continue on the path started by the PTO
and the DOC, then there i1s absolutely no reason for the higher fee levels to con-
tinue.

AIPLA continues to believe that full implementation of the PTO’s 21st Century
Strategic Plan, following successful testing and pilot projects, represents the best
approach yet proposed to address the problems of quality, pendency, and e-filing,
given the constraints imposed on the PTO. And unless our belief is proven wrong,
we will be among the first to ask Congress to continue the applicability of the new
fee schedule beyond the original period of its effectiveness if effective progress is
made in eliminating diversion. Should there be no progress in eliminating diversion
in the next three fiscal years, then the higher fees would end on September 30,
2006, and applications filed after that date would be assessed fees at the rates set
in the current fee schedule.

2. Effective Date

Second, AIPLA strongly believes that the revised fee bill should become effective
October 1, 2003. With the enactment of H.J.RES. 2 funding the PTO for the remain-
der of FY 2003, it is all but certain that any increase in fee revenue collected in
FY 2003 would serve no purpose other than to send additional user fee revenues
into the general Treasury. We understand that, under H.J.RES. 2, the PTO received
an appropriation for FY 2003 of only $1.182 billion. This is less than the PTO ex-
pects to collect in fee revenue in FY 2003 under the current fee schedule. We cannot
support making a PTO fee increase effective prior to FY 2004 simply to send addi-
tional PTO user fee revenue to the general Treasury. On the other hand, the prompt
passage of the revised fee bill with an October 1, 2003 effective date would inform
the appropriators that increased fee revenues would be collected effective from the
?egil‘zléling of FY 2004 and would encourage them to increase the funding of the PTO
or 2004.

3. Congress Should Set PTO Fees
Third, new subsection 41(d)(2) of the revised fee bill would give the Director of

the PTO the discretionary authority to “. . . establish the fees charged . . . to re-
cover . . . the estimated average cost to the Office of searching applications for pat-
ent. . . .” The proposed search fee has historically been a component of the fee for

filing a patent application, and Congress has always properly reserved for itself the
right to set that fee. While we do not object to the Director having the authority

to “. . . establish fees for all other processing, services, or materials relating to pat-
ents not specified in this section to recover the estimated average cost to the Office
of such processing, services, or materials . . .” found in existing section 41(d)

(moved to section 41(d)(2) in the revised fee bill), these fees do not include the fee
for filing a patent application, which is set by statute (35 U.S.C. 41(a)). Accordingly,
while we in no way intend any adverse reflection on the present, or any future, Di-
rector, we believe the authority for establishing this fee should remain with the
Congress and not the Director.

In commenting on the original “Business Plan” of the PTO for FY 2003 in Con-
gressional testimony in April, 2002, AIPLA made clear its view that all proposals
for potentially significant fee increases should be brought to the authorizing Com-
mittees in the Congress where they could be subject to the normal hearing processes
in which users have a voice. The lack of such authority should have no adverse ef-
fect on the ability of the PTO to function and implement the Plan. The PTO is only
now starting to identify and pilot test the concept of “certified search contractors.”
As it gains experience, it will be able to determine whether the $500 search fee esti-
mate is adequate, and it will have more than ample time to make a case to the Con-
gress and the user community that an adjustment is needed.

DEFERRED EXAMINATION

AIPLA, TPO, and the IPL Section of the ABA all testified in opposition to the pro-
posal in the June 3rd, 2002, version of the Strategic Plan to establish a permanent,
18-month, statutory, deferred examination system. The PTO listened to that chorus
of opposition and has eliminated any permanent, statutory, 18-month, deferred ex-
amination system. The PTO has replaced it with a “flexible or administrative de-
ferred examination system” which authorizes the PTO to remit some increment of
fees to applicants who abandon their applications prior to examination. The new
system would not require that search or examination be deferred. Under the revised
fee bill, the PTO will charge a combined filing, search and examination fee of
$1,000. The PTO plans to ask an applicant, a certain number of months before an
application would be considered for the first time by an examiner, whether the ap-
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plicant wants a search. If the answer is ‘yes,” the PTO would obtain a search. If the
answer is ‘no,’ the PTO would refund to the applicant a portion of the initial fee.
For those applicants replying that they do want the search, the completed search
would be sent to them. Then, at a time closer to the time when the application
would be initially examined, the PTO would ask the applicant if he/she wants the
examination to proceed. If ‘yes,” the examination would proceed; if ‘no,” there would
be a more limited refund of the initial fee.

We understand the reasons for the PTO’s wish to implement a flexible examina-
tion system. By offering applicants refunds before search and examination, the PTO
hopes to avoid the expenditure of resources on applications which applicants are no
longer interested in pursuing. Upon considering this flexible examination system,
however, AIPLA concluded that it must be modified to include specific timelines re-
garding when the request for search and examination must be made. Allowing the
deferral period to be determined by how long it takes the PTO to reach an applica-
tion in a given technology area is not acceptable. Such a system would allow appli-
cants to avoid making decisions on whether to proceed with their applications for
far longer periods, and would create even greater uncertainty in the marketplace,
than the initial 18-month deferred examination proposal. Moreover, it would be de-
void of any meaningful incentives for the PTO to actually reduce the average pend-
ency of applications.

AIPLA, TPO, and the IPL Section of the ABA all testified in favor of achieving
an average 18-month pendency at the earliest practicable time. While continuing to
support that goal, AIPLA indicated that it would accept, but only as an interim step
on the road to achieving an average 18-month pendency, a system where at least
a search was made and given to the applicant sufficiently early to allow the appli-
cant to decide whether to proceed with examination before the publication of the ap-
plication, search, and request for examination at 18 months. This would allow the
public to know at the time of the 18-month publication whether an applicant in-
tended to seek a patent, as well as the relevant search information pertaining to
the possible patentability of the invention.

While the PTO works to achieve the interim goal of publishing the search results
for all applications that applicants wish to pursue, it must be recognized that for
some period of time applicants in the worst back-logged PTO examining groups are
not going to receive searches in less than 30 months. In light of this reality, and
only for so long as necessary due to the unavailability of searches prior to the 18-
month publication, ATPLA would not oppose applicants being asked whether they
wish to proceed to examination at a time after publication and closer to the time
when the actual examination would occur (with a partial refund for those who de-
cline). However, the PTO should develop a schedule for:

(1) phasing-out all “late” examination inquiries as soon as possible so that all
searches and requests for examination are made in time to be published
with the application at 18 months; and

(2) achieving an average 18-month pendency in every technology area.

ATPLA wishes to be very clear, however, that it accepts the proposed system with
the understanding that it is only a temporary administrative “deferred examination”
system that will function ultimately to provide searches and final disposition of all
applications within the average 18-month pendency.

CONCLUSION

As we have observed several times during the last year, the PTO is in crisis. Fail-
ure to enact an appropriate fee bill to fund a sound Strategic Plan is not an option.
On the basis of the new Executive Summary released on February 3rd, we believe
that all of our major concerns have been addressed, and we fully endorse the revised
Plan. However, just as we support the revised fee bill but have some suggestions
for improving it, we look forward to reviewing the detailed proposals in the revised
Plan and to working with the PTO should we find any areas of the Plan that we
believe could be further refined and improved.

We thank you Mr. Chairman for holding this hearing, and would be pleased to
answer any questions you might have.
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ATTACHMENT

American Intellectual Property Law Association - AIPLA
Biotechnology Industry Organization - BIO
Intellectual Property Owners Association - [IPO
International Trademark Association - INTA

October 24, 2002
The Honorable Mitchell E. Daniels, Jr.
Director, Office of Management and Budget
Dwight D. Eisenhower Executive Office Building, #252
17" Street and Pennsylvania Avenue, N'W.
Washington, D.C. 20503

Dear Director Daniels:

We are writing to express our support for the efforts of the United States Patent
and Trademark Office (USPTO) to address the crisis situation facing the patent and
trademark systems. The 21% Century Strategic Plan developed by Under Secretary Rogan
represents an innovative and ambitious program to enhance the quality of patents and
trademark registrations, to reduce the unacceptably long and growing times it takes to
obtain them, and to achieve efficient, reliable, and user-friendly electronic filing and
processing systems for patent and trademark applications. While we have reservations
about certain aspects of the details of the Plan, we share fully the goals that the Plan seeks
to achieve. We also are prepared to support an increase in funding sufficient to
implement those portions of the Plan we embrace, provided those funds are used solely
for that purpose.

The USPTO is in Crisis

Crisis is a strong word, but we believe that it aptly describes the situation at the
USPTO. The reliability of patents and trademark registrations is increasingly being called
into question. Not only do invalid patents and trademark registrations put at risk the
investments of their owners who commercialize the protected products and services, but
they also cast a cloud over the legitimate business activities of the competitors of such
right holders.

The time it takes to obtain a patent, commonly referred to as “pendency,” now
averages over two years. [t is projected to rise to an average of over three years, and to
six years in some critical technologies, unless immediate, concerted action is taken. The
issuance of a patent in four to six years results in an unacceptably long period of
uncertainty for those desiring to avoid infringement. And in those technologies in which
development is fast paced, it also significantly lessens or removes the incentives and
protections of the patent system since the commercial life for such technologies often
tends to be shorter.
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The USPTO promised a “paperless office” in 1983, Twenty years have passed
and, while the Office has made some strides in its trademark operation, the patent
operation still receives, processes, and stores in paper the soon-to-exceed one million
patent application files. The resources wasted in locating misplaced files and simply
managing this “paper mountain” are desperately needed in the patent examining
operation.

The 21* Century Strategic Plan

Under Secretary Rogan published the Strategic Plan on June 34 following
intensive internal reviews and consultations with various user groups. The Plan seeks to
“(1) improve patent and trademark quality, (2) aggressively implement e-Government to
handle the workload associated with the 21% Century economy, and (3) reduce patent and
trademark pendency.”

We cannot overemphasize the importance of achieving these goals to address the
crisis facing the USPTO today. We strongly support these goals. We also support many
of the initiatives proposed to achieve them.

Elements of the Strategic Plan We Support
In particular, we welcome the proposals to:

1) Expand the “second set of eyes” review concept successfully used with
business method patent applications, to other technology areas, as well as to
any substantive refusals to be issued against trademark applications;

2} Enhance the reviewable record by increasing the amount of informarion
included in patent application files regarding applicant/examiner interviews;

3) Create a competitive compensation package for Supervisory Primary
Examiners to attract and retain the best emplovees for these jobs;

4} Develop tests to determine the suitability of candidates for the position of
examiner;

3) Establish “training art units” for new examiners in high volume hiring areas;

6) Develop a testing process to certify examiners for promotions;

7) Make greater use of Search Reports prepared under the Patent Cooperation
Treaty and by other qualified patent offices;

&) Allow the USPTO to use qualified private “Certified Search Contractors”
(those that meet criteria equivalent to those for an International Searching
Authority under the Patent Cooperation Treaty) to assist the USPTO in
carrying out prior art searches, with the understanding that the quality of
their performance will be initially tested and carefully monitored;

91 Use fees reflecting actual costs to ensure that applicants who elect to file
large numbers of claims and lengthy applications bear the reasonable cost of
any additional work imposed on the USPTO;
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10) Expand patent application work product reviews. including work product
reviews of primary examiners;

11} Process patent applications electronically by the end of fiscal year 2004;

12) Create an almost paperless trademark operation through use of the
Trademark Information System and by various other means by the beginning
of fiscal year 2004;

13) Eliminate the requirement for signanwres on trademark documents submitted
to the USPTO;

14) Establish an enterprise-wide training strategy for trademarks;

15) Continue development of the trademark Work-at-Home program;

16} Provide trademark applicants with an option for expedited service; and.

17} Use an updated. uniform database of acceptable identification of goods and
services for assigning trademark examination priority.

Elements of the Strategic Plan That Need a Sharper Focus
Unity of Invention

The Long-Term Agenda of the Strategic Plan provides that the USPTO will
continue to explore the treatment of applications containing multiple inventions in
connection with WIPO’s Standing Committee on Patents and within the framework of the
Trilateral Offices. Any changes to restriction practice (limiting a patent application to a
single inventive concept) are to be considered within the context of this international
framework.

The current restriction practices of the Office, especially in certain groups, are
generating unnecessary filings, work and complications for both the Office and for
applicants. A change to a unity of invention standard such as that followed under the
Patent Cooperation Treaty (PCT) would significantly improve and simplify the
examination process. In addition, when multiple inventive concepts have been included
in a single application, the Office should permit an applicant to elect to either pay
additional fees or to file divisional applications to obtain examination of related
inventions that are presented in a single application.

We believe that a unity of invention standard similar to that followed under the
PCT, which requires a single inventive concept to be examined in its entirety, should be
an integral part of the Strategic Plan and that it, like all of the other elements we address
in this letter, should be reflected in any fee legislation the Administration proposes.
However, we believe that the schedule in the Plan is too indefinite and that a more
aggressive timeline should be established. In our view, the Office should immediately
commence, on an urgent basis, a study of the necessary changes to the pateni laws and
rules of practice so that it can implement a PCT unity of invention standard before the
end of the 108™ Congress.

We are committed to working with the Office to develop the necessary changes to
the patent laws and rules of practice to achieve this goal. We understand that such a

(8
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system will entail additional work for certain applications and that this will require
modification of the statutory fee structure to ensure that the USPTO is able to recover its
costs. As long as applicants have the option to pay additional fees to cover the additional
costs of having additional inventions examined in a single application (rather than being
forced to file a separate application for cach inventive concept), we would support an
increase being levied on such applications.

Proof of Concept

Many of the changes proposed in the USPTO’s Strategic Plan are innovative, but
untested. While expressing our support for these proposals, we hasten to emphasize that
we believe that the USPTO should initially implement the consensus elements of the
Strategic  Plan  through administrative action, minimizing substantive patent and
trademark law changes until each proposal has been proved by suitable testing and pilot
projects. A comprchensive program of such testing and pilot projects should begin as
soon as possible and should target those areas of the USPTO that exhibit the problem
which the change is designed to address. Tn addition, we believe that the USPTO should
clearly state each of its major goals and establish key measurements and yearly
milestones, to be used to determine the success it is making in achieving each of these
goals. We believe that this approach will enable the user community and the USPTO to
work harmoniously to achieve the best results.

Work-Sharing with Other Major Offices

The Strategic Plan calls for greater integration with foreign offices in the patent
examination process. Some of the proposals suggest that foreign examinations from
certain offices be given full or partial faith and credit -- meaning that the foreign
examination result will heavily influence the U.S. examination result. As we note below,
we do not believe such a practice is feasible at this time due to the significant differences
that exist between the patent laws of the United States and other nations. However, we
strongly support efforts to make use of as much of the search product of other offices as
possible in a practical sense. We also strongly support development of agreements with
other offices that will permit closer relationships and practices to be established, as well
as continuing the effort to harmonize the world’s patent laws.

Elements of the Strategic Plan We Oppose

We have appreciated the manner in which the USPTO has sought input and
evalvation by the user community of its Strategic Plan during much of the developmental
phase of the plan. While there are a number of proposals advanced in the Strategic Plan
with which we do not agree, we are hopeful that many of these objectionable parts of the
Plan will ultimately be eliminated or satisfactorily resolved during the continuing
dialogue between the USPTO and the user community.

Many of these objectionable proposals appear to have as their common
foundation a concept with which we agree: the USPTO should not seek to address the
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crisis it faces solely through the addition of staff. Notwithstanding our agreement with
this approach, however, we believe that the pursuit of this concept by the Office has
resulted in a number of proposals that would have adverse consequences for American
industry and entrepreneurs. In this respect, we again emphasize that the over-arching
objective should be improving the quality of the patents and trademark registrations, and
that every initiative should be carefully measured against this goal. Among the proposals
which appear to have their genesis in this concept and with which we disagree are the

following:
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Permit patent applicants fo defer the commencement of the examinarion
process for up to 18 months. Proposed in the hope that some applicants will
voluntarily drop out of the system and thereby eliminate work for the USPTO,
such deferval will vesult in the publication of applications without any search
report, thereby shifting the burden to the public of determining which
applications will ultimately be issued as patents and what their scope will be.
We do not believe this burden should be transferred to the public and, for that
reason, oppose the 18-month deferred examination proposal of the USPTO;
Measure patent pendency from the filing of the request for examination to the
time of issue or abandonment. Patent pendency has been measured from filing
to issue or abandonment for at least the last forty years and is the true and best
measure of the period that the public will be uncertain as to whether a patent
will issue and what its scope will be;

Require applicants to select a Certified Search Contractor to perform the
initial prior art search and provide the results to the USPTQO. We believe that
the USPTO must remain responsible for ensuring the adequacy and scope of
the search results returned by the contractor;

Require, for patent applications already filed, a search by applicants (or an
applicant-sponsored search by Certified Search Contractor) together with

“claim-by-claim” analysis of the information contained in such a search
(referred to as a “mandatory Information Disclosure Statement”). This
proposal would shift to thousands of applicants the obligation to perform
work for which they have already paid the USPTO and would significantly
increase their exposure to inequitable conduct charges;

Rely on the substantive examination results of foreign patent offices in the

U.S. examination process (e.g., granting “near” full faith and credit to such
substantive examination results). As noted above, while we agree that the
long term goal of the major patent examining offices should be “work
sharing” using the results of their respective search and examination
activities, the differences between the patent laws of the United States and
those of other countries are too great to permit such reliance at this time;
Impose a surcharge on the filing of continuation, continuation-in-part, and
divisional applications, as well as on applications that contain claims that are
patentably indistinct from claims in other applications. We believe such
surcharges would adversely impact applicants who are merely seeking to
protect fully their inventions and would not fairly address the abusive

N



23

practices the USPTO seeks to prevent. Fees should generally be set to recover
actual costs and should not be punitive and penalize legitimate practices;
7y Provide an option for trademark applicants to procure a likelihood of
confusion search from a Certified Search Contractor. Such an option is not
needed and will neither enhance quality nor reduce pendency or costs;
8y Eliminate the provision that the Director may raise trademark fees only
vearly, and only in response to fluctuations in the consumer price index;
Eliminate requirements in the Rules of Practice and the Trademark Manual of
Examining Procedure related to the examination of specimens: and.
10Y Provide the Director the ability to set response times to trademark office
actions through regulation.

9

Proposed Fee Bill and FY 2004 Budget Request for the USPTO

We are strongly opposed to the USPTO’s proposed fee bill. The fees in that bill
would conform to the $1.527 billion revenue target that supported the $1.365 billion
spending plan for the USPTO that was recommended in the President’s FY 2003 Budget.
That proposal would raisc $162 million more in revenue than necessary to support
USPTO operations. This additional revenue was targeted to support the operations of
other government agencies. Each association joining in this letter has repeatedly made
clear its strong opposition to any diversion of the user fees collected by the USPTO to
other, unrelated government programs.

At the same time, we emphasize that we are among the most ardent supporters of
the USPTO and we want to be part of the solution of the crisis facing the Office. While
we are not able to confirm that the USPTO needs as much as the $1.365 billion it is
requesting for FY 2003, we are fully prepared to support a statutory fee increase
necessary to implement those portions of the Strategic Plan, outlined above, whose cost
effectiveness is demonstrated through appropriate testing. This support is contingent,
however, on the Executive and Legislative Branches effectively addressing the issue of
diversion. We will strongly oppose any fee increase to support the Strategic Plan which is
not accompanied by an appropriate solution to diversion.

Accordingly, we urge that, in developing the budget request for the USPTO for
FY 2004, account be taken of our willingness to support a fee increase needed to fund the
initiatives we have outlined. We also ask that the USPTO be permitted to hire the number
of examiners needed in the context of its Strategic Plan to process the workload it
receives and not be forced to cut corners that adversely impact the quality of patents and
trademark registrations. American industry, inventors, and businesses need an efficient
and effective patent and trademark office that promptly grants and registers quality
patents and trademarks.
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Thank you for your consideration.

Sincerely,

Ronald E. Myrick
President
American Intellectual Property Law Association

bl B b

Carl B. Feldbaum
President
Biotechnology Industry Organization

RN A

John K. Williamson
President
Intellectual Property Owners Association

oot

Nils Victor Montan
President
International Trademark Association



25

American Intellectual Property Law Association - AIPLA
Intellectual Property Owners Association - [IPO
International Trademark Association - INTA

November 22, 2002

The Honorable Mitchell E. Daniels, Jr.

Director, Office of Management and Budget

Dwight D. Eisenhower Executive Office Building, #252
17" Street and Pennsylvania Avenue, N.W.
Washington, D.C. 20503

Dear Director Daniels:

We wrote to you on October 24, 2002, to express our support for the efforts of the
United States Patent and Trademark Office (USPTO) to address the crisis facing the
patent and trademark systems. While then expressing reservations about certain aspects
of the Strategic Plan developed by the USPTO, we emphasized that we fully shared the
goals of the Plan. We are pleased that we can now report, in light of proposed
refinements to the Plan recently shared with us by Under Secretary Rogan, that we
whole-heartedly endorse the Plan.

The USPTO will need additional resources to implement its Plan. In this regard,
we have discussed patent and trademark fee increases with the USPTO that, with
projected workload increases, would generate $1.5 billion in FY 2004. With the proposed
refinements, including testing and evaluation before deployment where appropriate, we
are fully prepared to support a statutory fee increase of this magnitude to implement the
Plan. Our support is based upon the assumption that the Bush Administration will
effectively address the issue of diversion. Our members will insist that we strongly
oppose any proposed fee increase that does not include an appropriate solution to
diversion.

We strongly desire to see the Plan implemented as soon as practicable to achieve
the goals we share and pledge our commitment to work for the enactment of a fee
increase for the USPTO as outlined above.
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Thank you for your consideration.

Sincerely,

Ronald E. Myrick
President
American Intellectual Property Law Association

AN A

John K. Williamson
President
Intellectual Property Owners Association

[ i Nt %"‘JWM

Nils Victor Montan
President
Tnternational Trademark Association
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Mr. SMITH. Thank you, Mr. Kirk.
Mr. Williamson?

STATEMENT OF JOHN K. WILLIAMSON, PRESIDENT,
INTELLECTUAL PROPERTY OWNERS [IPO]

Mr. WILLIAMSON. Thank you, Mr. Chairman.

I appreciate this opportunity to appear before the Subommittee
today. My testimony is on behalf of the Intellectual Property Own-
ers Association, or IPO, which includes nearly 100 companies that
own patents, trademarks, copyrights and trade secrets, and collec-
tively employ over 5.5 million Americans.

I want to compliment Director Rogan and his colleagues for their
huge effort to address the crisis that exists at the PTO. We were
delighted to learn that Secretary Evans told the House Appropria-
tions Subcommittee recently that the Department of Commerce is
working to eliminate the practice of diverting PTO revenues to un-
related Government programs.

From our perspective, as patent owners and technology users,
there are three main criteria for judging the performance of the
PTO: patent quality, early clarification of rights and cost-effective-
ness in PTO operations.

IPO members believe patent quality is deficient. We are being
fettered by increasing numbers of invalid patents issued by the
PTO for inventions that do not meet the statutory requirements for
patentability. This places an enormous burden on the economy, in
terms of direct costs, when these invalid patents are challenged
and in lost opportunity costs when they are not.

With regard to pendency, delays in the PTO have reached unac-
ceptable levels. A graph attached to my prepared statement shows
pendency will soon be at the highest level in more than 20 years.
And as Director Rogan just testified, the backlog of pending patent
applications is approaching a half-a-million cases, an all-time, and
unacceptable, high.

And in the third area of concern, cost-effectiveness, the PTO has
had to forego critically needed investments in e-processing to focus
on current workload. Considering all of these alarming symptoms,
we must accept the prevailing view that the PTO is in a crisis.

Director Rogan and his PTO team have worked incessantly with
the user community and other interested groups to find a solution
to this crisis. The PTO has significantly revised its original 21st
Century Strategic Plan to meet concerns expressed to the
Subommittee last July by IPO and others.

IPO now strongly supports the revised plan, because we believe
it will provide higher quality, earlier determination of rights and
cost-effectiveness in PTO operations.

We do support the plan in its entirety, including the somewhat
controversial initiative to outsource searching, provided there is ap-
propriate initial testing and evaluation. While the separation of
search and examination may introduce initial inefficiency, we be-
lieve there is the potential for greater off-setting benefits.

IPO also supports the patent and trademark fee increase pro-
posed in the new fee bill, H.R. 1561, provided Congress appro-
priates an equivalent amount to the PTO for fiscal year 2004 and
provided certain technical changes are made.
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The magnitude of this fee increase is not insignificant, and it will
have adverse financial implications for large and small patent ap-
plicants alike. We are persuaded, however, that the fee increase 1s
necessary to implement the Strategic Plan.

IPO remains steadfast in its opposition to diversion of PTO fees
to fund unrelated Government programs. Appendix 2 attached to
my statement shows why.

Under current projections through 2004, more than $750 million
will have been diverted from the PTO to unrelated Government
programs. In our view, but for the diversion of these funds, the
PTO already would be realizing the efficiencies associated with e-
processing, and the user community would not be confronted with
the present crisis in patent quality and pendency.

We realize the Nation is in a very difficult period, and Congress
is facing increased demands on scarce resources for the war, home-
land security and other critical needs. IPO members are willing to
pay their share of this added burden in conventional direct taxes,
but we don’t believe any of these critical needs should be funded
by what amounts to a hidden tax on innovation.

We can support legislation to increase PTO collections in 2004
fiscal year to $1.5 billion, as projected under the draft bill, but only
if the money is used for the PTO. The Subommittee should ask the
appropriators to equalize 2004 appropriations and fee collections
before giving final approval to a bill.

We also favor amending the bill to include a 3-year sunset provi-
sion, a requirement for prompt publication of search reports and a
requirement that any change in the new search fee must be made
by Congress.

In closing, I want to reiterate IPO’s support for the Strategic
Plan and the fee legislation necessary to pay for implementation of
the plan.

Thank you, and I will be pleased to answer any questions.

[The prepared statement of Mr. Williamson follows:]

PREPARED STATEMENT OF JOHN K. WILLIAMSON
INTRODUCTION

Mr. Chairman and Members of the Subcommittee:

I appreciate this opportunity to appear before the Subcommittee today to discuss
the U.S. Patent and Trademark Office’s strategic plan and proposed patent and
trademark fee legislation.

My testimony today is on behalf of Intellectual Property Owners Association
(IPO). I am the current president of IPO and Chief Intellectual Property Counsel
for PPG Industries Inc., an IPO member. IPO is a trade association that represents
nearly 100 companies that own patents, trademark, copyrights and trade secrets.
The members of our association file thousands of patent and trademark applications
? year and pay more than $200 million a year to the PTO in patent and trademark
ees.

IPO members currently employ more than 5.5 million people in the U.S. These
jobs have been created in substantial part by investments in technology and new
products that are protected by patent and trademark rights.

I would like to begin by complimenting Director Rogan and his colleagues in the
PTO and the Department of Commerce for their enormous efforts to address the cri-
sis that exists at the PTO. When we testified before this Subcommittee a year ago
at the annual PTO oversight hearing, IPO and others expressed deep concerns about
inadequate patent quality, backlogs of unexamined patent applications that were
out of control, lack of progress in implementing electronic processing of patent appli-
cations, and diversion of patent and trademark fees to unrelated government pro-
grams.
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During the past year Director Rogan has worked hard to develop and refine the
“21st Century Strategic Plan” to improve office operations, and he has forcefully
brought the PTO’s problems to the attention of officials at the highest levels of the
Department of Commerce and OMB. Secretary of Commerce Evans, Deputy Sec-
retary Bodman and others have devoted more time to PTO issues than anyone in
their positions within memory. We were delighted to hear of the statement by Sec-
retary Evans before the House appropriations subcommittee on March 6, when he
said, “To support technology innovation and provide for intellectual property protec-
tion, the Department is working to eliminate the practice of using USPTO revenues
for unrelated federal programs. Making more fees available sooner will enable the
agency to increase the quality of patents and trademarks issued.”

While we believe the PTO is indeed in a crisis, I want to emphasize that the PTO
has a dedicated and competent staff of professional employees who have labored to
maintain patent and trademark quality and timeliness in an environment they do
not control. They have been faced with record increases in workload and inadequate
resources.

IPO strongly supports the revised 21st Century Strategic Plan. We also support
paying for the plan by raising patent and trademark fees to the level proposed in
the draft legislation if Congress appropriates an amount to the PTO for fiscal year
200&1 equal to projected fee collections, and provided certain technical changes are
made.

OBJECTIVES FOR THE PTO

I would like to review IPO’s perspective on PTO reform. When one evaluates the
PTO, it seems to us that there are two outside stakeholders who are most signifi-
cant. They are (1) the users or customers of the PTO, i.e., those seeking patents and
trademark registrations, and (2) the public at large. Owners of intellectual property,
such as our members, find themselves firmly placed in both camps. When we are
in the patent-obtaining camp, we want a patent to issue that will withstand attack,
i.e., that is valid and enforceable, and we want it to issue promptly from a cost-effec-
tive process. Considerations for trademark owners are similar.

When we are in the camp of the public at large, we also want the patents that
do issue to be valid and enforceable and to issue promptly. We do not want to be
impeded by invalid or unenforceable patents owned by others. We want patent
rights to be established promptly so that we have more certainty about what tech-
nology is in the public domain. A substantial number of unexamined applications
of unknown scope deters our technological development.

We are concerned about the patent process from cradle to grave—from conception
of the invention to expiration of the patent more than 20 years later. The PTO is
directly involved in only a short segment of this time period, but the PTO’s actions
affect the patent application and patent during almost the entire time period.

From our perspective, there are three key criteria critical to stakeholders in the
patent process. It is helpful in discussing the 21st Century Strategic Plan and fee
legislation to determine whether the various proposals for reform address the three
criteria. The criteria are:

¢ Quality—Patents should not be granted for inventions that do not meet the
statutory requirements for patentability;

¢ Speed—Rights should be clarified early; and

¢ Cost-effectiveness—Inefficiencies and duplication should be excised and oper-
ational excellence should prevail.

THE CRISIS IN PTO PATENT OPERATIONS

The crisis in patent quality and patent pendency times has been building for sev-
eral years.

Patent quality is an elusive concept, but in the view of IPO members, high patent
quality is even more important than short patent pendency. Patent “quality” in the
context of PTO work is the degree of excellence achieved by the PTO in determining
whether an invention described and claimed in a patent application meets the statu-
tory requirements for patentability. The steps necessary to make this determination
are: (1) analyzing the written description and claims, (2) finding and analyzing the
prior art relevant to the invention that the applicant is seeking to patent, (3) apply-
ing the substantive criteria for granting a patent, and (4) creating a reviewable
record of the patent examination.

IPO members believe patent quality is deficient. The number of lawsuits and
threatened suits against U.S. manufacturers based on invalid patents is rising. One
of the most important facets of quality is the thoroughness of searches conducted



30

to find the most relevant prior art. The PTO’s searches frequently do not locate the
most relevant prior art. The evidence is anecdotal, but many IPO members feel the
patent searches conducted by the European Patent Office are generally better than
those conducted by the PTO. The PTO’s 2002 annual report states that quality was
significantly improved in 2002, with the portion of patent applications reviewed that
contained a defect reduced to 4.2 percent from 5.4 percent a year earlier. As we un-
derstand it, however, the PTO’s quality review process does not necessarily uncover
defective searches.

The pendency time of patent applications will soon rise to record levels if no ac-
tion is taken. The PTO’s recent 2004 budget request to Congress projects that if the
strategic plan and supporting initiatives are not implemented the pendency time of
patent applications in the PTO will rise to more than 45 months by fiscal year 2008.
This 45-month pendency is in stark contrast with the long-time PTO goal of 18
months average pendency, a goal we have consistently supported. See APPENDIX
1 attached to this statement, showing actual and projected pendency over the 30
year period ending in 2008. While actual pendency usually has been above the 18-
month goal, it rarely has been above 24 months. The PTO Official Gazette reports
that in some of the electrical or electronics technologies patent applications do not
even receive a first office action (only the initial step in the examination process)
until more than 40 months after filing. The reported Office-wide average pendency
figures take into account only applications issuing as patents or abandoned cur-
rently. When the long-delayed applications are issued or abandoned, the reported
pendency will begin to soar.

Longer pendency times will result in automatic extensions of the life of a far larg-
er number of patents than was envisioned when the patent term adjustment provi-
sions of the American Inventors Protection Act were enacted by Congress in 1999.
Every patent granted on an application that does not receive a first action in 14
months receives an automatic extension of the patent expiration date. Congress did
?(l)t intend for a majority of patents to continue in force beyond the 20th year after
iling.

It should be pointed out that the dire projections on pendency in the PTO budget
are based on the assumption that filings will increase 5 to 7 percent a year We un-
derstand that filings have not increased so far this year, but even with no increase
it appears to us that the PTO still lacks the resources needed to effectively address
its backlog.

The third area of concern, cost-effectiveness, also demands resources. In the past
the PTO has had to forego information technology expenditures to focus on current
workload problems. Full e-processing of patent and trademark applications is a key
to cost-effectiveness. The 21st Strategic Plan establishes acceptable targets for im-
plementing e-processing, but adequate funding will be required.

21ST CENTURY STRATEGIC PLAN

In a statement filed with the Subcommittee last July, IPO and other groups ex-
pressed several reservations about the initial version of the strategic plan. In the
months that followed we had numerous meetings with Director Rogan and his staff,
who were very interested in receiving and understanding our comments. We are
pleased to report that we support the plan as revised on February 3, 2003, and be-
lieve it holds great promise for ending the crisis in which the PTO finds itself. We
believe the elements of the plan meet the criteria mentioned earlier: patent quality,
early determination of rights, and cost effectiveness.

Among others, the following features of the plan are noteworthy:

1) Hiring more patent examiners;

2) Allowing the PTO to use qualified private “Certified Search Contractors” to
assist in carrying out prior art searches, with the PTO and not the patent
applicant the contacting party;

3) Making greater use of search reports prepared under the Patent Coopera-
tion Treaty and by other qualified patent offices;

4) Expanding the “second set of eyes” review concept used with business meth-
od patent applications to other technology areas, as well as to any sub-
stantive refusals to be issued against trademark applications;

5) Enhancing the reviewable record by increasing the amount of information
included in patent application files regarding applicant/examiner inter-
views;

6) Creating a competitive compensation package for Supervisory Primary Ex-
aminers to attract and retain the best employees for these jobs;
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7) Developing tests to determine the suitability of candidates for the position
of examiner;

Establishing “training art units” for new examiners in high volume hiring
areas;

9) Developing a testing process to certify examiners for promotions;

10) Expanding patent application work product reviews, including work product
reviews of primary examiners;

11) Processing patent applications electronically by the end of fiscal year 2004;

12) Creating an almost paperless trademark operation by the beginning of fis-
cal year 2004.

Patent searching and examining procedures in the plan represent major changes
from existing practice. The plan for outsourcing patent searching in particular rep-
resents a revolutionary change in approach. Outsourcing will mean that different
individuals will do the search and the examination, as opposed to the traditional
process in which both functions are performed by the same person. Separation of
search and examination introduces inherent inefficiency since two individuals must
read and understand the patent specification, claims, and prior art. On the other
hand, outsourcing could have benefits, for example, by enabling faster elimination
of PTO backlogs and encouraging development of private search companies with
high levels of expertise in specific technologies. We support the outsourcing initia-
tive provided there is adequate testing and evaluation.

As provided in the revised plan, new procedures must be subject to timely and
comprehensive testing and evaluation to determine their cost effectiveness and ef-
fect on patent quality. Where appropriate, pilot projects should be completed before
Office-wide introduction of new procedures. We urge evaluation of input from mem-
bers of the public as a part of the evaluation.

The strategic plan contains many features that we believe will improve patent
quality, but we note that the plan does not propose any change to individual exam-
iner productivity goals. Nearly every year IPO has recommended establishing per-
formance goals to reward superior quality by examiners in addition to rewarding su-
perior production. The existing system gives examiners incentives to concentrate
more on production than on quality. It takes much less examiner effort to grant a
patent than to deny a patent, so a system that gives top priority to quantity of pro-
duction biases the PTO in favor of granting patents.

8

=

PATENT AND TRADEMARK FEE LEGISLATION

IPO Support for the Legislation

IPO supports the discussion draft of patent and trademark fee legislation cir-
culated to the members of the Subcommittee, which is the Administration’s pro-
posal, if Congress appropriates an amount to the PTO for fiscal year 2004 equal to
projected fee collections, and provided certain technical changes are made. The dis-
cussion draft raises patent fees by 15.5 percent for a patent owner who pays all of
the fees for a basic application and the fees required to maintain the patent in force
throughout its life. For applicants filing larger than normal numbers of claims and
pages of specification, the increase could be in the area of perhaps 20 to 25 percent.
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FEE CURRENT PROPQSED

Filing, Search and $ 750 $1,000

Examination*

Issue $1,300 $1,400

Maintenance — 1% $ 890 $ 900

Maintenance — 2™ $2,050 $2,300

Maintenance — 3" $3,150 $3,800

Excess Independent $84 per claim in excess of  $200 per claim in excess of

Claims 3 3

Excess Total Claims $18 per claim in excess of  $50 per claim in excess of

20 20

Excess Sheets of None $250 for each 50 sheets in

Spec and Drawing excess of 100, except for
sequence and program
listings

*The current $750 fee payable on filing is designated as a filing fee. The proposed $1000 fee, also
payable on filing, is designated $300 for filing, $500 for search, and $200 for examination. The portions
for search and examination may be refunded.

This fee increase is not insignificant, and will have budget implications for large
and small patent applicants alike. In some instances the fees may result in fewer
patent applications being filed by a company. Others may offset higher patent fees
by reducing R&D expenditures. It is important to understand that the proposed fee
increase is an incremental adjustment above the annual cost of living adjustments
already provided for in patent law.

We are persuaded, however, that a fee increase is in the best interest of our mem-
bers and the public at large. It is necessary in order to implement the 21st Century
Strategic Plan and provide higher patent quality, earlier determination of rights,
and cost-effectiveness in PTO operations. Fees are substantially lower than in the
bill proposed last year. Fees for excess patent claims and excess pages of specifica-
tion are significant, but now rise at only a linear rate as the number of claims and
pages increases, unlike in the earlier draft. We also agree with the effective date
provision in the discussion draft circulated to the Subcommittee, which would make
the fee legislation effective on October 1, 2003, or on the date of enactment, which-
ever is later.

The strategic plan indicates that after this increase fees will remain steady for
the foreseeable future. A further fee restructuring could be needed to implement
adoption of a “unity of invention” standard for determining the subject matter per-
mitted in a single patent application, which the strategic plan indicates will be stud-
ied by the PTO during the 108th Congress and which IPO supports, but such a fee
restructuring should not result in a net increase in fees.

Eliminating Fee Diversion

This Subcommittee is well aware that large sums of money have been diverted
from the PTO to unrelated government programs since 1992. In our view, fee diver-
sion is a major factor contributing to the crisis that now exists. By 2004, if the
President’s budget for the PTO is adopted, more than $750 million will have been
diverted since 1992. If PTO fee collections had not fallen below estimates for the
last three years, the cumulative diversion might be about $1 billion. See APPENDIX
2 attached to this statement. But for the diversion of these funds, we believe the
PTO would already be realizing the efficiencies associated with e-processing, and the
user community would not be faced with eroding patent quality and dire projections
for increased patent pendency time.

We realize the nation is in a very difficult period and Congress is facing increased
demands for scarce resource for the war, homeland security and other critical needs.
IPO members are willing to pay their share in regular taxes, but patent and trade-
mark fees should not be diverted for any purpose. PTO fee diversion is a tax on
technological innovation and business investment. The nation must preserve its
ability to develop new technology. An innovation tax clearly is not in the public in-
terest.



33

The 2004 budget proposes a $1.4 billion operating budget for the PTO that is said
to be adequate to implement the 21st Century Strategic Plan. The budget includes
fee legislation that would raise PTO fee collections in 2004 up to $1.5 billion. The
net effect is to divert another $100 million in patent and trademark fees to unre-
lated government programs.

We are grateful for Secretary Evans’ support for eliminating fee diversion and for
the fact that the amount proposed for diversion this year is lower than proposed last
year. Nevertheless, we cannot embrace an increase in fees for the purpose of facili-
tating diversion of $100 million.

At the same time, we believe the fees proposed in the discussion draft are justifi-
able if that amount of money can be used effectively by the PTO to implement the
strategic plan. The IPO position on the level of fees, therefore, is that we can sup-
port legislation to increase PTO collections in 2004 to $1.5 billion, but only if the
money is to be used for the benefit of the PTO including implementation of the stra-
tegic plan. We suggest that this Subcommittee investigate the financial needs of the
PTO and work with the Appropriators to equalize appropriations and fee income be-
fore deciding on the appropriate level of fees.

Sunset Provision in Fee Legislation

We recommend an amendment to the fee bill to provide that after three years the
fees will revert to a level that would make fee collections equal to what they would
have been without the legislation, unless Congress passes legislation to extend the
higher fees. This “sunsetting” provision would give the Subcommittee an oppor-
tunity to review operations under the 5-year strategic plan in the third year. A sun-
set provision would give PTO managers a strong incentive to achieve measurable
goals on schedule and might help deter diversion of funds that could cause the PTO
to fall behind schedule and jeopardize the strategic plan. Moreover, a downward ad-
justment of fees could be made after the third year if electronic processing of patent
and trademark applications improves productivity and reduces PTO operating costs.
Any sunset provision should be written so that if Congress allowed the higher fees
to expire, an across-the-board reduction would be made in the new fees, which in-
cludes innovations such as a charge for pages of specification and authority for re-
funds, rather than reverting back to the current fee structure.

Prompt Publication of Search Reports

Early determination of rights is an important attribute of the patent system for
protecting the interests of the public at large. IPO opposed the proposal in the origi-
nal strategic plan that would have permitted patent applicants to defer commence-
ment of the examination process for 18 months after filing. The revised strategic
plan omits that deferral but permits refunds of the search and examination fees as
an incentive on patent applicants to cease prosecuting applications when cir-
cumstances change. Although we continue to strongly support completing examina-
tion of all applications within 18 months in order to determine rights at the earliest
possible time and give the public legal certainty, we recognize that the PTO cannot
achieve the 18 month complete examination goal for several years.

We recommend, however, that the discussion draft be amended to insure that the
public will have the benefit of the search report by the 18th month after the effec-
tive filing date, in cases where the Office obtains a separate search report before
examination. The PTO should send the search report to the applicant promptly and
give the applicant an opportunity to decide whether to proceed with examination.
If examination is requested, the PTO should publish the application, the search re-
port, and the fact that examination has been requested, all by 18 months after the
effective filing date.

Such a requirement in the statute will benefit the public and avoid having the
PTO regress to a practice where even the search report is unavailable to the public
years after the effective filing date. The requirement for publication of the search
report at 18 months could take effect after a reasonable transition period.

Search Fee Set by Congress

The discussion draft leaves authority with Congress to set all major patent fees
except the new search fee. In the discussion draft, the PTO would set the level of
the search fee if the search was outsourced. We urge that the search fee be set by
Congress in the same manner as other patent fees.

After fee-setting was reviewed during hearings on the American Inventors Protec-
tion Act, Congress retained its fee-setting authority for the fees now in the statute.
We believe this authority provides a desirable system of “checks and balances.” We
see no rationale for a different policy with respect to outsourced search fees. If
outsourced searches turn out to cost more than the $500 average that is projected,
the PTO could ask for Congressional review.
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CONCLUSION

We reiterate our support for the revised strategic plan and fee legislation nec-
essary to pay for implementation of the plan. We look forward to working with the
Subcommittee to continue the search for a permanent solution to the fee diversions
problem. I will be pleased to answer any questions.
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Patent Application Pendency
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Mr. SMITH. Thank you, Mr. Williamson.
Mr. Stern?

STATEMENT OF RONALD J. STERN, PRESIDENT,
PATENT OFFICE PROFESSIONAL ASSOCIATION [POPA]

Mr. STERN. Thank you, Mr. Chairman, and Mr. Berman, and the
Members of the Subommittee.

POPA represents more than 3,900 employees, the vast majority
of whom are patent examiners. Our members are firmly committed
to maintaining the quality and integrity of the U.S. patent system.
They strongly believe that our patent system will be seriously and
irreversibly damaged by the Agency’s new plan.

Fee diversion is a big issue, but there is not a single provision
in the Agency’s proposals that would put an end to it. Fee diversion
is small right now. In fiscal year 2001, it was about $45 million.
In fiscal year 2002, it was $23 million. This year, it’s only expected
to be $22 million. But the President’s budget for next year sets di-
version at approximately $100 million. That’s going in the wrong
direction. No one should think that this bill will discourage fee di-
version.

The Agency’s fee bill is not simply a proposal for raising fees, but
instead includes language that will make sweeping changes in the
examination process, separating search from examination and rely-
ing on outsource searches will result in a loss of quality, integrity
and efficiency. Passage of the proposed legislation will be construed
by the Agency as congressional approval for its radical revision of
America’s proven patent system.

Examiners have raised their collective voice in opposition. Over
a thousand patent examiners have signed a petition requesting
Congress to keep search and examination together.

Search and examination are integral parts of the same process.
There is a synergy between the two functions that will be lost if
they are separated. While searching, an examiner simultaneously
becomes familiar with the state-of-the-art and begins mentally for-
mulating rejections to apply to the claimed invention. Thus, when
the examiner prepares to take an action in the case, much of the
decision-making process has already been completed.

The European Patent Office has recognized the inherent effi-
ciency and synergy in keeping search and examination together.
After many years of using a separated process, the EPO has begun
implementing their BEST program, an acronym for Bringing Ex-
amination and Search Together. The EPO plans to fully convert to
a combined search and examination by 2005.

POPA has surveyed examiners on this issue. Ninety-five percent
do not believe they will be able to issue valid patents and protect
the public from unwarranted patents without doing the search
themselves. Ninety-six percent believe that overall quality will go
down if search and examination functions are separated.

A prestigious colleague once said, “massive claims require mas-
sive proof.” Here, the Agency is seeking congressional approval be-
fore it conducts a pilot to verify whether outsourcing is capable of
producing a high-quality product at a cost-effective price. We are
convinced that the Agency’s request for legislation before the suc-
cessful conclusion of pilots is putting the cart before the horse.
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Relying on foreign search reports will also result in tacitly trans-
ferring sovereign functions of the United States to foreign powers.
A patentability determination can only be as good as the prior art
on which it is founded. When a search is provided by a foreign pat-
ent office, then any decision based on that search has been deter-
mined by that foreign office.

The Agency’s fee bill asks Congress for authority to provide a re-
fund of search fees to “any applicant who provides a search report
that meets the conditions prescribed by the Director.” This lan-
guage negates the near unanimous patent community opposition to
allowing the applicant to control the search. This language needs
to be eliminated.

Current law prohibits officers and employees of the USPTO from
owning patents, except in very limited circumstances. This long-
standing protection against conflicts of interest should be extended
to include contractors who assist in search and examination func-
tions. In order to avoid easy evasion of this prohibition by merely
establishing a subsidiary, it is also important to prohibit parent
corporations and sister subsidiaries from owning patents.

Imagine Microsoft’s critical inventions being searched by a sub-
sidiary of Sun Microsystems or IBM.

The Agency proposes fee increases for additional claims and large
specifications that would raise approximately $100 million per
year. In the past, excess claim fees paid in an application have not
been used to provide additional examining time for that applica-
tion. POPA would welcome a moderate fee increase in this regard
if, and only if, the fees obtained were directly translated into addi-
tional time for examiners. Only then will applicants receive value
for their extra payments.

Such an increase in funding, without any other increases, would
pay for enough additional examining time to provide a substantial
increase in the quality and reliability of patents. Give the exam-
iners more time, and you will get better quality. Let me just repeat
that as the closing item. Give the examiners more time, and you
will get better quality.

[The prepared statement of Mr. Stern follows:]

PREPARED STATEMENT OF RONALD J. STERN

Mr. Chairman and Members of the Subcommittee:

POPA represents the more than 3,900 patent examiners and other patent profes-
sionals who form the backbone of the U.S. Patent and Trademark Office (USPTO).
Patent examiners comprise the vast majority of our membership. The patent profes-
sionals of POPA are diligent, hard-working individuals firmly committed to main-
taining the quality and integrity of the U.S. Patent System.

Today, however, the patent professionals of POPA believe that the very founda-
tions of the U.S. Patent System are in danger of being so substantially and nega-
tively altered by the USPTO 21st Century Strategic Plan, that the integrity of the
patent system may be seriously and irreversibly damaged.

For the many reasons set forth below, POPA opposes the proposed USPTO
fee structure and proposed Agency reforms.

THE NEW FEE LEGISLATION AND USPTO REFORM

The USPTO proposal for a fee modernization bill is not simply a proposal for rais-
ing fees but, instead, includes language that will make sweeping changes in the pat-
ent examination process that will significantly and adversely affect the U.S. Patent
System. The essence of the change is the separation of the search from the remain-
der of the examination process. It is the USPTO’s intent to rely on searches per-
formed by either commercial providers or foreign patent offices. Approval of the pro-
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posed USPTO fee legislation will be construed by the Agency as approval by Con-
gress to implement its radical revision of America’s proven patent examination sys-
tem. These proposed changes are reflected in the form of separate fees for filing,
searching and examination and by allowing the Director, by regulation, to reduce
fees for applicants who provide an appropriate search report.

At the same time, there is not a single provision in the agency’s proposals that
would put an end to the continued diversion of USPTO fee income through the ap-
propriations process. Any belief by some that passage of this bill will induce appro-
priators to reduce the amount of fee diversion is not based upon any written com-
mitment or even the oral commitment of those responsible for appropriations.

Separation of Search and Examination

Separating the prior art search from patent examination will result in a loss of
integrity and efficiency of the U.S. Patent System, reduce the quality of patent ex-
amination and, for some applications, is tantamount to surrendering the sovereign
functions of the United States to foreign powers.

Examiners have raised their collective voice in opposition. Over 1,000 patent ex-
aminers have signed a petition requesting Congress to keep the search and exam-
ination together. A copy of this petition was submitted to the Subcommittee in July
2002. Examiners recognize that separating the search and examination would ad-
versely impact the quality of patent examination and be a disservice to the Amer-
ican people.

Even Director Rogan has recognized that separating search and examination is
an undesirable procedure. As he said in a town hall meeting with employees in Sep-
tember 2002, “. . . in a perfect world, we wouldn’t be looking at undergoing such
radical changes. . . .” He then went on to explain that the appropriations commit-
tees of Congress are demanding that the USPTO increase its efficiency of examina-
tion. He cited to and quoted a portion of the appropriation committee reports includ-
ing the comment that “A substantial amount of funds have been expended on infor-
mation technology projects over the last decade, but no significant increase in exam-
iner productivity has been noted.”

The agency has known throughout the decade of the Nineties, that the automa-
tion projects it was funding were not designed to save examiner time. Instead, the
principal justification for these projects was to save the real estate and handling
costs associated with paper prior art files. Any expectation by the appropriations
committees of increased examiner productivity represents a failure by management
to provide the appropriators with a correct understanding of either the nature of the
examiner’s work or the nature of the automation projects to be funded.

The prior art search and patent examination are integral parts of the same proc-
ess. There is a synergy between the two functions that will be lost if search and
examination are separated. As a patent examiner performs a prior art search on a
patent application, the examiner is simultaneously becoming familiar with the state
of the art in the subject matter of the application, identifying additional relevant
search terms, modifying the search in response to preceding search results, and
mentally formulating rejections to apply to the claimed invention. Thus, when the
examiner prepares to take action on the case, much of the decision making process
has already been completed.

Furthermore, as an examiner continues to search in a particular technology area,
the examiner becomes more and more familiar with the prior art in that technology,
increasing the quality of the examiner’s search and examination. Many examiners
gain such a level of expertise that they are regarded as experts in their technologies
both within and outside the USPTO. The USPTO represents the single largest accu-
mulation of technological expertise in the federal government. Where else can one
find a body of engineers and scientists with the collective expertise to examine any-
thing from safety pins to atom bombs? Examiners’ expertise is continuously re-
freshed through the significant amount of time examiners spend searching the pat-
ent and non-patent literature in their assigned area of technology. This is the inher-
ent efficiency of the combined search and examination process. The expertise of ex-
aminers will be diminished rather than enhanced by separating the search from ex-
amination. This will reduce the quality of patent examination.

The agency has not identified what the qualifications for a certified searcher will
be. We do not, however, expect them to be fully qualified patent examiners. Patent
examiners are specialists in a relatively narrow area of technology whereas commer-
cial searchers will most likely be generalists due to the fact that there is only one
USPTO but there will be multiple, competing search firms. It is expected that only
the USPTO will have the volume of work to allow the current level of specialization.
Secondly, only the USPTO has certain search resources such as a set of foreign pat-
ents prior to 1995 that have been classified according to the U.S. Patent Classifica-



40

tion system. Most importantly, examiners are knowledgeable in patent law and,
thus, are trained to identify references that can be legitimately combined under the
law. If, in fact, a commercial searcher has all of the above advantages, i.e., speciali-
zation, search resources and knowledge of patent law, then the searcher is, in effect,
a patent examiner. At that point, it is more efficient to utilize the searcher as a full-
fledged examiner. It should also be obvious that it is more efficient to have one ex-
aminer work on a case than to have two examiners work on the case.

The European Patent Office (EPO) has recognized this inherent efficiency. After
many years of experience with a separated search and examination process, the
EPO has begun implementing the “BEST” program—Bringing Examination and
Search Together. The BEST program places the responsibility for the search and
examination with the same examiner in the same manner as current USPTO prac-
tice. In discussing the procedure in which search and examination are separate, Dr.
Michel Marandon, a Director at the EPO in Munich has stated that “. . . it cannot
be denied that it is not the most economic way of working as both types of exam-
iners have to study the application and the prior art documents. The substantive
examiners also have to study the reports of the search examiners.” Poignantly, in
his statement before this Subcommittee last July, Charles P. Baker, Chair of the
Section of Intellectual Property Law of the American Bar Association (ABA), indi-
cated that the “best testament against separating the search function and an exam-
ination function is the fact the European Patent Office, which has had such a sys-
tem for years, has recently decided to abandon it.” POPA agrees with Dr. Marandon
and Mr. Baker. Now, irrespective of the years of experience of the EPO culminating
in the BEST program, the USPTO wants to take the opposite approach and separate
the search from the examination.

In his statement before this Subcommittee last July, Michael K. Kirk, Executive
Director of the American Intellectual Property Law Association (AIPLA), expressed
the concerns of AIPLA that “the ultimate responsibility in each individual case must
rest with the PTO examiner, to ensure that the search is complete in the first in-
stance and to conduct supplemental searches as appropriate as the claims in the ap-
plication are modified as the application advances through the examination proc-
ess.”

The USPTO, however, does not intend to maintain its present search capabilities.
The Strategic Plan contemplates recouping significant overhead expenses by “put-
ting the prior art search in the hands of private industry” and realizing “substantial
savings in automation development and maintenance costs for EAST, WEST, ABSS,
CDB access, etc.,” in addition to substantial savings from reduced upkeep and main-
tenance of both the U.S. and International Patent Classification Systems. These var-
ious systems are the very search tools that examiners rely on for performing prior
art searches. If these tools are no longer available, patent examiners will not be able
to ensure that prior art searches are complete and of the highest quality. Even
worse, the 21st Century Plan contemplates reducing the amount of time available
to an examiner for each case by 20-25% as stated by Director Rogan before this
Subcommittee last July. Without the time and tools to do the work, the Agency has
effectively precluded examiners from doing the work.

Furthermore, as recognized by Mr. Kirk, searching is often done at multiple
points during the prosecution of a patent application. When an applicant submits
an amendment that changes the subject matter of the claims, examiners are ex-
pected to do an additional search that encompasses the revised claim subject matter.
In addition, examiners are expected to bring searches up to date each time they
issue an action after applicants have had an opportunity to amend the claims. The
agency has not proposed any system for returning the application to the commercial
search service or a foreign patent office at a time other than when the initial search
is done. Consequently, stripping the examiner of all his/her search time will reduce
the quality of patent examination by forcing decisions to be based solely on the
original search.

How can patent examiners determine if a search is “complete” without conducting
searches themselves? How will examiners know if a CSS “got it right” without con-
ducting searches themselves? How will examiners “conduct supplemental searches
as appropriate” when the very search tools they use today are no longer available
or properly maintained? How can patent examiners be held ultimately responsible
in each case, when they are not provided with the necessary tools to perform their
duties? The plain truth is: they cannot and the USPTO knows it. On the other hand,
if patent examiners are themselves conducting searches to verify the completeness
of outsourced searches or carrying out supplemental searches, then where is the effi-
ciency of outsourcing the search and where are the substantial savings to the Agen-
cy to justify the outsourcing? This is the inefficiency of the Agency’s Strategic Plan.
To ensure the integrity of the presumption of validity, patent examiners would be
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necessarily duplicating the work of the prior art search performed by others. Clear-
ly, the best method to produce an efficient and quality patent examination is to sim-
ply continue having patent examiners do the prior art search themselves.

USPTO Reliance on Private Sector and/or Foreign Patent Office Prior Art Searches
Will Not Improve Quality of Examination

Examiners currently have the ability to utilize searches provided by applicants in
the form of Information Disclosure Statements (IDS) and/or International Search
Reports (ISR) provided by a foreign patent office. Examiners routinely review these
documents when they are provided in a patent application. Indeed, if an examiner
were to ignore relevant prior art in these documents, such an action could be con-
strued by Agency management as an error against the examiner’s performance rat-
ing. Experience has shown, however, that the prior art provided in these documents
is seldom sufficient for examination purposes.

This fact has been publicly recognized at a discussion of the USPTO 21st Century
Strategic Plan sponsored by the National Academy of Sciences last August. Charles
Van Horn, a partner in the law firm of Finnegan, Henderson, Farabow, Garrett &
Dunner and a former senior executive at the USPTO, explained that foreign
searches won’t meet the requirements for a U.S. examination. He said, dryly, that
the USPTO will indeed need a better post-grant review process to weed out the in-
creased number of bad patents if searches are outsourced.

POPA has recently surveyed its membership on the wisdom of separating search
and examination, as well as the adequacy of prior art submissions from applicants
and from foreign patent offices. The results of this survey are attached herewith as
Appendix 2.

Ninety five percent (95%) of examiners do not believe they will be able to issue
valid patents and protect the public from unwarranted patents without doing the
search themselves. Ninety six percent (96%) believe that overall quality will go
down if search and examination functions are separated.

When asked the following: “In new applications where an IDS (information disclo-
sure statement) is filed, approximately how often do you need to apply additional
references when making a rejection in the application,” ninety one percent (91%) in-
dicated that they need to apply additional art “almost all the time” (74%) or “most
of the time” (17%). Only two percent (2%) said they “almost never” need to apply
additional art.

Similarly, when asked the following: “In new applications containing foreign
search reports, approximately how often do you need to apply additional references
when making a rejection in the application,” ninety two percent (92%) indicated that
they need to apply additional art “almost all the time” (69%) or “most of the time”
(23%). Only two percent (2%) said they “almost never” need to apply additional art.
These last results clearly illustrate the fact that U.S. patent laws require analysis
and application of prior art in patent applications in a significantly different manner
than do foreign patent laws.

Examiners, those most familiar with the prior art and its application under U.S.
patent laws, are convinced that separating search and examination functions and
increasing reliance on private sector or foreign patent office searches will negatively
impact the quality of patent examination in the USPTO.

The Search Is A Sovereign Function

Separating the search and examination will also result in tacitly transferring the
sovereign functions of the United States to foreign powers. In his keynote address
to the ABA, on June 27, 2002, Director Rogan indicated that the quasi-judicial de-
termination of patentability is a sovereign function that he believed should never
be contracted out. Director Rogan did not ascribe that same sovereignty to the prior
art search. Contrary to Director Rogan’s position, POPA believes that the search
and examination both represent sovereign functions of the United States. If, as con-
templated by the 21st Century Strategic Plan, examiners would have to rely on
search results provided by a foreign patent office as the basis for patentability deter-
mination, the net effect is to delegate that patentability determination to the foreign
patent office. The patentability determination can only be as good as the prior art
on which that patentability determination is founded. If the search is provided by
a foreign patent office, then any decision based on that search has ultimately been
determined by that foreign patent office. Hence, the sovereign function of patent-
ability determination has been indirectly delegated to a foreign power. POPA op-
poses such a delegation of sovereignty and opposes the proposed USPTO fee struc-
ture that would provide the Agency with the authority to make that delegation.
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Conflict of Interest Issues

In the 21st Century Strategic Plan proposed last July, the agency included a pro-
vision by which the applicant would select and directly pay a commercial search pro-
vider. In recognition of the inherent conflict of interest created when an applicant
controls the search provider, the USPTO conceded in its newly revised 21st Century
Strategic Plan that “[Blased upon the valuable and insightful feedback we have re-
ceived from our constituency groups . . . USPTO will contract with private sector
commercial organizations in lieu of the previously proposed requirement for appli-
cant-commissioned search reports.”

The proposed fee bill, however, continues to ask Congress for the authority to pro-
vide a refund of search fees to “any applicant who provides a search report that
meets the conditions prescribed by the Director,” thereby negating the near unani-
mous patent community opposition to allowing the applicant to control the search.
This carefully crafted legislative language needs to be eliminated.

Under current law, officers and employees of the USPTO are prohibited from own-
ing patents except in very limited circumstances. 35 U.S.C. §4. This long-standing
protection against a conflict of interest should be extended to include contractors
who assist search and examination functions and any company or person having a
direct or indirect financial stake in such contractors. In order to avoid easy evasion
of the prohibition on the ownership of patents, it is important to extend this protec-
tion against conflicts of interest to all subsidiaries of a common parent corporation
Or common owner.

Can anyone imagine applications from the cutting edge research of a company
such as Microsoft being searched by a subsidiary of Sun Microsystems or IBM?

Currently, senior examining personnel are required to file financial disclosure re-
ports pursuant to law as enforced by the regulations of the Office of Government
Ethics (OGE). Unless Congress explicitly provides for treating search contractors the
same as government employees, they will not be required to disclose their financial
interests. As a result, public confidence in the independence and objectivity of the
search contractors will be compromised.

Fee Income Diversion

POPA continues to join its collective voice with all those who oppose the diversion
of USPTO fee income to fund other unrelated non-USPTO appropriations. POPA be-
lieves that such fee diversions represent hidden and unfair taxes on America’s in-
ventors. If a governmental service or program is worthy of appropriation, it should
be funded from appropriate taxes and general funds, not at the expense of inventors
and innovators. POPA urges Congress to permit the USPTO the full use of its fee
income in the year it is received.

POPA believes the new proposed fee structure is intended, at least in part, to pro-
vide additional revenues for the express purpose of funding non-USPTO activities.
The President’s FY 2004 budget proposal contemplates a diversion of close to $100
million which is substantially higher than the approximately $45 million in FY 01,
the approximately $23 million in FY 02 and the expected $22 million diversion this
fiscal year. It is not clear why some opponents of fee diversion are willing to accede
to even greater diversion in the near term and the foreseeable future. Several more
years of continued fee diversion at higher than current levels will create a depend-
ence on patent fees for other government programs which will be politically impos-
sible to eliminate.

Limitations on the number of application claims and pages

Although POPA opposes the new USPTO fee structure as presently written, some
parts of the legislation merit further consideration. Of particular interest to exam-
iners are the fees for additional claims and pages of the application above a thresh-
old number. Examiners can attest to the huge increase in work required to examine
patent applications as the number of claims increases. Generally, as the number of
claims increases, so does the number of pages of the application. Further, the
amount of patent and non-patent literature that must be reviewed also increases
substantially. POPA is sympathetic to the Agency’s desire to recoup the costs associ-
ated with the extra work required with larger applications and applications having
extra claims. Similarly, there is extra work required when applicants submit large
numbers of references for consideration by the examiner. The costs of the time spent
by the examiner reviewing these references also need to be recouped.

POPA would welcome a moderate fee increase in this regard if, and only if, the
fees obtained were directly translated into additional time for examiners handling
the burden of these more complex patent applications. This has not been the case
in the past. The existing USPTO fee structure already requires additional fees for
more than three independent and more than 20 total claims. These fees were im-
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posed because it was recognized that additional claims place an additional burden
on the examiner by requiring additional work. In his testimony before this Sub-
committee, Director Rogan admitted that complex cases with numerous claims re-
quire examiners to spend “inordinate” amounts of time examining such cases. POPA
agrees with Director Rogan on this point. Unfortunately, examiners have not been
given the additional time that applicants purchased with the payment of these fees.
In those very rare instances where a supervisor may provide some time for an ex-
ceptional application, the time virtually never approaches the time the examiner ac-
tually spent.

In their respective statements to this Subcommittee last July, both the AIPLA
and the ABA expressed support for establishing fees that represent the actual costs
to the Agency to provide necessary examination services. When an application con-
tains a significant number of additional claims, has large information disclosure
statements (often disclosing a hundred or more prior art references), or requires ad-
ditional considerations such as review of related cases for double patenting, it is the
examiner who bears that burden. Yet the Agency does not use the additional fees
from that complex application to provide additional time to that examiner. The ex-
aminer only has a very limited amount of time for each application and cannot be
expected to provide the same quality examination to a complex application without
additional time.

The excess claim and specification fees proposed by the agency would, by them-
selves, raise approximately $100 million per year. This increase in funding, without
any other fee increases, would result in, if utilized to pay for additional examining
time, the potential for substantial additional searching with its concomitant increase
in the reliability of patent grants. Give the examiners more time and you will get
better quality.

Unless examiners are guaranteed the additional time commensurate with the
Agency fees for additional examination services, both existing and proposed fees for
additional claims and other services represent nothing more than another hidden
tax on inventors rather than a payment for examination services rendered.

THE AGENCY’S PROPOSED QUALITY INITIATIVES

The 21st Century Strategic Plan proposes several initiatives ostensibly for im-
proving patent examination quality at the USPTO. These initiatives include such
proposals as re-certification of primary examiners, requiring passage of the exam-
iner-relevant portions of the Patent Bar Exam for promotion to GS—13, quadrupling
the number of work product reviews for primary examiners, and expanding the “sec-
ond pair of eyes” review. POPA believes these initiatives represent a burdensome
impi)sition of managerial authority designed to increase control rather than enhance
quality.

No amount of review and no amount of automation can ultimately improve patent
examination without first providing examiners with the necessary time and re-
sources to properly do the job. The current production quotas were put in place over
twenty-five years ago and have become the largest single obstacle to quality patent
examination. Since these quotas were put in place, the technological complexity of
applications, the number of pages of description, the number of independent claims
and the number of total claims in each application has increased substantially. In
addition, there has been a veritable explosion of technology information. Further-
more, examiners have been required to provide more detailed explanations of the
bases of their decisions. The old quotas no longer provide examiners with sufficient
time to adequately search and examine current cases. Real increases in quality will
require real increases in time per case.

Compounding the problems of production quotas is management’s lack of support
for adequate search tools to allow examiners to accurately and efficiently search the
prior art. Management has, by neglect, effectively abandoned the U.S. Classification
System. Fewer and fewer resources have been allocated for maintaining and updat-
ing the U.S. Classification System. Full time classifiers have been slowly phased out
by attrition until finally, in 2002, management effectively abolished the job position
and moved the remaining full time classifiers to hybrid classifier/examiner positions.
U.S. classification of foreign patent documents ended in the mid-1990’s, effectively
removing this significant source of prior art from classified searches.

The automated patent databases have also been shortchanged. Management has
repeatedly failed to allocate adequate resources to finish converting the patent
image database to a fully text-searchable database. While patent images are avail-
able back to 1790, the text searchable database is only adequately usable back to
1971. Management recently made available an additional database using optical
character recognition (OCR). The “dirty” OCR database is, however, of such poor
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quality as to render it almost useless for text searching with the Agency’s current
search engine. These are examples of failed management practices that have re-
sulted in decreased quality of patent examination over time.

The Strategic Plan quality initiatives are designed to reduce or eliminate the free-
dom and independent judgment of patent professionals. Patent examiners operate
in a quasi-judicial capacity when making patentability determinations. The pro-
posed quality initiatives would place the examiners under more stringent control of
management and subject them to political pressures from both management and ap-
plicants. This is analogous to a federal judge being under executive branch manage-
ment control when making judicial decisions. It is analogous to a medical doctor
having to have a diagnosis and treatment regimen approved by an accountant. At
the USPTO, many supervisors manage art areas in which they, themselves, have
not been trained. Hence, patent examiners well trained in their technology, are re-
viewed by a generalist supervisor. Ultimately, the Strategic Plan initiatives will re-
sult in a further erosion of examination quality.

In almost all professional positions, the professional is tested once and then ex-
pected to remain current in his profession through continuous formal and on-the-
job training. Attorneys do not retake the bar exam every year or two. Doctors do
not sit for their board certifications every year. Repeated testing is not the accepted
way of maintaining professional standards in the private sector and neither should
it be at the USPTO. POPA has always been a strong proponent of adequate and
continuing training in both technology and patent laws. The patent professionals of
POPA are hard-working, dedicated public servants and deserve the honor and re-
spect of USPTO management. Rather than unnecessarily increasing the number of
managers reviewing one patent examiner, management should provide adequate op-
portunities for examiners to keep current with changes in patent laws and their re-
spective technologies. Adequate time and training, more than anything else, will di-
rectly result in significant improvements in patent examination quality.

CONCLUSION

POPA opposes the proposed new USPTO fee structure and the 21st Century Stra-
tegic Plan as presently written. We would welcome the opportunity to work together
with the Subcommittee and the USPTO to develop a Strategic Plan and fee struc-
ture that would be acceptable to all parties concerned and meet the objectives of
improving patent quality and decreasing patent application pendency.

We thank you, Mr. Chairman for this opportunity to present the views of POPA.

ATTACHMENT

Best
and the
latest trends in Automation in the EPO

by Dr. Michel Marandon, Director BEST-DG2

(This paper does not necessarily represent the official position
of the European Patent Office on the matters addressed.)

1. Introduction

The European Patent Convention provides for the grant of a patent in essentially
two steps: the search and the examination (cf. Article 15 sqq. EPC). Under the
present arrangements, the search is carried out by the search examiners of DG1
(The Hague/Berlin) and the examination by the substantive examiners of DG2 (Mu-
nich). These examiners have an academic degree or a comparable background.

This split procedure has historical reasons and results from a compromise aimed
at integrating search examiners from the previous Institut International des
Brevets and at giving the seat of the EPO to Germany. Although it has proven to
work satisfactorily, it can not be denied that it is not the most economic way of
working as both types of examiners have to study the application and the prior art
documents. The substantive examiners also have to study the reports of the search
examiners.

The office management has for some time been thinking about ways of improving
the effectiveness of the examination procedure without decreasing the quality of the
products. The reflections lead to the start of a pilot project with the purpose of
Bringing Examination and Search Together (BEST).
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In this procedure, because of the requirements of the EPC, the examination proc-
ess is still carried out by the same examiner in two phases with the end product
of the first phase being a search report.

The pilot project, called BEST, was launched in February 1989 with the appoint-
ment of a Project Leader for BEST in DG1, and the creation of a Steering Com-
mittee.

As BEST in DG1 can only be maintained if DG2 also works under BEST condi-
tions, it was decided to start BEST in DG2 in 1992.

In 1993, the project has been recognized by the Administrative Council of the
EPO as one of the most important strategic moves of the Office and go-ahead was
given.

2. The BEST project.

2.1 Principles underlying BEST

One of the most essential principles underlying BEST is the basic responsibility
of both DG1 and DG2. DG1 is responsible for search work and DG2 for examination
work within the Office. This means that each DG in its field of competence is re-
sponsible for the Guidelines and Instructions, training, harmonisation and control
of quality. In this way it can be insured that the quality of search or examination
will be comparable regardless of where within the Office the search or examination
has been carried out.

In order to create an environment that allows for as much harmonisation as pos-
sible between DG1 and DG2 the following extra measures have been taken:

a) Both project leaders have search and substantive examination experience in
DG1 and DG2 respectively.

b) With respect to BEST-DG1 it is pointed out that training is entirely under
the responsibility of DG2 and is carried out by examiners with substantial
experience in substantive examination. Similarly, the training of BEST-DG2
is under the responsibility of DG1 and is monitored by highly experienced
search examiners.

¢) The Directorates for Harmonisation and Quality Control in DG1 and DG2
look very carefully at the work carried out in the other DG.

d) The examiners participating in BEST attend training weeks in the other
DG.

e) It is agreed that eventually all technical areas will be dealt with in each DG
in order to avoid the development of different practises in each DG according
to the technical areas it deals with and in order to avoid applicants knowing
beforehand where a particular application will be dealt with.

f) For harmonisation and training purposes DG1 examiners participate in ex-
amining divisions in which DG2 examiners are present.

g) Training programmes are the same in DG1 and DG2 and are given by the
same lecturers.

2.2 Working methods

After having tried out different working methods it very soon became apparent,
that a significant improvement in the procedure could be only obtained when the
search examiner after completion of his search report directly prepares a first com-
munication. The project now mainly concentrates on this working method.

It must be stressed that under BEST the European search report is drawn up ac-
cording to the requirements of Article 92 EPC : the BEST search is a complete one.
So-called tactical searching is rigorously avoided.

Oral proceedings when they arise in respect of cases dealt with in DG1 will take
place in Munich or in DG1 depending up on the wishes of the applicant. Opposition
on all cases whether examined in DG1 or DG2 will be dealt with by DG2 examiners
in Munich. Hence oral proceedings thereon will be in Munich.

2.3 Schedule

It is expected that in the steady state, about 75% of the EPO workload will be
treated under BEST (mainly EP and WO applications for which the EPO is ISA).
The implementation, limited by the training capacity in DG1 and by the availability
of online search tools in DG2, will be carried out progressively until year 2002. Pres-
ently about 250 examiners in DG1 and 50 in DG2 are working on the BEST pro-
gram.

In the year 2002, about 55,500 searches and 48,800 substantive examinations will
be carried out under BEST.



46

2.4 Advantages of BEST for the Applicants

It should be stressed that BEST is not only intended to save time per file for the
EPO, but also to provide a better service. There will an increased harmonisation in
practice between DG1 and DG2 and the fact that a letter has already been written
means that an official communication can be issued by the examiner as soon as it
reaches him during the substantive examination phase. This means that an official
communication is issued weeks or months faster than under the old system with
no chance of a sudden divergence of opinion between DG1 and DG2 (e.g. about
unity). The risk that a substantive examiner will cite an additional document which
was not mentioned in the search report is also greatly reduced.

The above advantages apply not only to European applicants but also to PCTs for
which the EPO is the designated office.

3. BEST and Automation.

The BEST project and Automation are deeply inter-connected. The BEST project
would not be possible without Automation (no search tools available in Munich) and
the Automation would be certainly more difficult to implement without BEST (ergo-
nomic problems linked to a log time spent in front of a screen necessitate job-diver-
sification).

BEST mainly relies on the use of the EPOQUE system and the BNS.

3.1 EPOQUE

The EPOQUE system comprises the suite of integrated applications to enable an
electronic search procedure: a search and retrieval system (EPOQUE I) and a
browsing and navigation tool (EPOQUE II). EPOQUE I provides on-line access to
internal (EPODOC, WPI, PAJ, INSPEC, IBMTDB, EPOS, F-terms, US classifica-
tion) and of external (main hosts used: Questel-Orbit, STN, Dialog) databases and
personal databases using a common command language and a standardised set of
data formats. The search and retrieval function permits interactive interrogation of
bibliographic and full text databases.

EPOQUE 1II allows an online dual mode access to the full text and drawings of
patent documents as well as near-line access image (facsimile) databases (BNS 2).

EPOQUE II contains one patent family member of PCT minimum documentation
from 1970 onwards and all drawings from drawing-oriented fields (about 70 IPC s/
cl) from 1920-1970. This basic package currently represents a volume of 3.7 millions
?_o?gments and will be expanded according to the needs of the various technical
ields.

EPOQUE has mainframe system components which provide the host service for
making available an ever increasing number of databases to workstations and ter-
minals and a workstation component. The latter comprises a sophisticated multi-
module graphical user interface. The user interface allows composition of search
queries with subsequent viewing followed by printing (if necessary) of both retrieved
text information and facsimile information. The viewing is carried out on high reso-
lution colour screens and printing can be accomplished on workstation, decentral
(corridor) postscript printers or in the central print shop.

The EPOQUE system is the cornerstone of the electronic search systems at the
EPO. Like all search systems it depends on the quality and amount of available
data and hence on the database production area. Efforts are being made both to ac-
quire new data internally and externally and at the same time to improve and cor-
rect present databases. A new system, DOCTOOL, will allow examiners to associate
keywords, indexing terms, classifications and free text to documents thus increasing
the precision of the search results and the navigation through the documents.

3.2 BNS

The BACON Numerical Service (BNS) which will essentially be an electronic li-
brary server containing the EPO’s complete patent search collection and capable of
delivering on demand documents to client applications, is an essential step in the
implementation of the BEST program, and more specifically in Munich where no
classified paper documentation is available.

The data for the BNS currently consists of approximately 20 Mio documents con-
taining about 200 Mio scanned page images. The total volume of image data is ex-
pected to be around 13 Terabytes in 1995. The BNS is based on a robot technology
provided by Storage Tek.

The system will enable a BEST examiner to consult on screen the documents
which he has identified during a search in online databases using EPOQUE II and
in a further step to print for deeper study paper copies of those documents which
have been selected by the consultation on screen.
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In a first development phase, BNS at level I will provide batch mode access to
the retrieved documents. In the second development phase (BNS level 2), the system
will offer the BEST examiners near line access with high priority (about 15 minutes
response time) to the selected documents.

4. Online searching in the future

BEST-DG2 entirely relies on the new EPO concept, based on three tools:
—identification (EPOQUE I)
—consultation (EPOQUE II)
—document delivery (BNS).

It is expected by successive use of these tools to divide the number of documents
to be studied by a factor of 10 in each step, e.g.:

2000 doc EPOQUE I> 200 doc EPOQUE II>20 doc study on paper> search report

5. Conclusion:

BEST will be a major step in the development plans of the EPO and will expand
with corresponding improvements and expansion of the on-line search tools avail-
able to the examiner. All necessary steps will be taken to ensure at the very least,
the maintenance of present quality.
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APPENDIX 1

Home>Media Vault>Transcripts

UNITED STATES PATENT AND TRADEMARK OFFICE
DIRECTOR JIM ROGAN
TOWN HALL MEETING
STRATEGIC TECHNOLOGY PLAN
EXAMINER SESSION 2
Wednesday, September 4, 2002

[TRANSCRIPT PREPARED FROM A VIDEOTAPE ]
PROCEEDINGS

DIRECTOR ROGAN: Ladies and gentlemen, good afternoon. | hope you had
a nice lunch, and if you had a chance to have a vacation, | hope you had a nice
vacation, too. Welcome back. If not, you probably should be taking one while you
can.

Forgive the framework of the room. We wanted to open this up to as many
examiners as wanted to come, and we didn't have a room large enough at the PTO,
in fact, the hotel didn't have a room large enough, and so--for examiners and
managers--and so I've just been doing this all morning, and I'm doing two more of
these.

Let me tell you the purpose of the meeting, and what | intend to accomplish in
the next 15 or 20 minutes. It is not to brief you on the strategic plan. You've already
been briefed on that. It's been on the web site for a few months. You've had the
opportunity to look at it, think about it, chew on it, talk about it.

The purpose of this meeting is | thought it would be helpful to the employees
who cared to know about the rationale behind it and what went into it and why
suddenly a 200-year-old agency, such as the Patent & Trademark Office, is
undergoing such radical change. It has very little to do with the fact that you have a
new Director. It has even less to do with the idea that | am somehow a creative
person, because that clearly is not the case, but what | am is somebody who served
in Congress for four years and who is one of only two members of the entire House
of Representatives that served on the two committees that dealt with intellectual
property, both here in America and around the world. Those two committees are the
House Judiciary Committee and the House Commerce Committee.

And so during my four years in Congress, | had sort of an almost unique
experience of seeing how Congress responds to the PTO from behind closed doors,
not just in their transcripts and in their public hearings, but also what is being said in
the back room, and hopefully use that knowledge to help the Agency, and that was
the genesis for the 21st Century Strategic Plan.

Now, in a perfect world, we wouldn't be looking at undergoing such radical
changes, so | want to share with you the reason that that is now on our plate. Unlike
a regular business that has the flexibility to run like a business, Congress expects
the PTO to run like a business; only we don't have that flexibility, especially on the
Patent side. With respect to the increasing backlogs for you, in Trademarks, and on
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support staff, just so you know, we did about 350,000 patent applications a year.
Those get thrown into a pile of about 408,000 that are already in a backlog, and we
have about 3,400 examiners trying to go through them--some of them are genetic
patents, some of them are obviously very complex, high-tech patents.

In a perfect business world, the way it would work is this. We would come
together, and we would figure out, for Patents & Trademarks, what is an acceptable
level of pendency, what is an acceptable, measurable level of quality, how many
examiners do we need to do it, what do we have to pay them to recruit them, what
do we have to pay them to retain them, what do we have to pay our support staff to
retain and recruit them, what do we have to do to train the examiners, maintain their
training, take all of the factors into consideration and set our fees accordingly, and
that's how a business would do it.

We don't get the privilege of trying to run like a business in another way. We
don’t get to cut ourselves a profit margin. Congress directs us to be a fee-based
agency, and we have to submit our budget to Congress, and the way it works is this.
We have to tell them exactly who we want to hire, how many people we want to hire,
what we intend to do with the money that they let us have, and then they decide
whether or not we've made a good case for it or not.

When they divert money from the PTO, the 10-percent shortfall, or a20-
percent shortfall, or a 30-percent shortfall, unlike a business, we don't get to raise
our prices to make up for the difference. So if we tell Congress there's a backlog,
there are e-filing considerations that we're trying to move to, we're trying to improve
in quality areas, we need money to do all of these different things that will make us a
more efficient Agency, if Congress doesn't appropriate that money to us, if the
administration doesn't support us getting that amount of money, we don't get to
make up the shortfall. We have to just start cutting because that's the way it works.

Now the good news is that the President recommended us to get | think it was
about a 21-percent increase in our funding in the budget that he submits to
Congress. He doesn’t get to write the budget. He has to make the request to
Congress. That was when every other non-defense agency got a recommended
average of about 2-or 3-percent increase. The President understood that we have
significant issues that we need to deal with here, and the biggest one is hiring and
training more examiners, particularly on the Patent side because of the incredible
backlog.

That is not what we are looking at right now from the United States Congress.
When | was in Congress, the level of dissatisfaction with the PTO's performance, as
Congress fairly or unfairly perceives it, is such that they decided to impose a five-
year requirement that the PTO start sending up business plans for five years so
Congress can review them. The response to those, thus far, have been negative for
the last couple of years.

When the President nominated me a year and a half ago, it took about seven
or eight months to get confirmed, during that process in early 2001, the PTO had
already submitted its budget to Congress, and the response from Congress was
negative. They rejected the business plan.

The business plan was a good business plan. It was a business plan that
made sense. It basically said, on the Patent side, we have such a backlog,
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examiners are so under the gun that we would like to hire I think it was 5,000 new
examiners--a thousand a year for five years.

The reason | wanted to bring you all together is | wanted to try to lift the veil
for you and tell you the way Congress responded to that. | want to read to you--it's
not very long--the report language from both the House and from the Senate at the
request of the PTO a year and a half ago when they laid out their case for hiring,
retaining, recruiting and promoting.

This is what the House of Representatives said. By the way, the House is
Republican, the Senate is Democrat. This is a bipartisan deal. There is no
partisanship going on here. The House said: "We remain concerned that the Patent
& Trademark Office is unable to meet the demands of the increasing number of
patent applications. We're concerned that with the increased funding the office has
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Well, I'll tell you, in a perfect world, a lot of the things we're look in gat doing, |
would prefer not to do, also, but Congress has given us our mandate. If we're going
to get money, and if we're going to be funded, we're going to have to make changes.
And they are saying, from the changes that we have put on the table for them, it is
generally responsive to what Congress is looking for us to do, and then it goes on to
outline what many of those changes are.

And then they conclude by saying, if any implementing legislation, including
fee changes, are approved by Congress, then they will be willing to look at passing a
supplemental spending bill to add money to the mix for the PTO and let us keep the
additional funds that will allow us to do the job."

| just want to say a couple more things so that there's no confusion on this. |
want to say this to the Trademark lawyers, particularly. There is just no easy way to
deliver the news to you, and I'm not even going to try to take the sting out of it, but
there’s one thing you do need to know. The strategic plan has nothing to do with the
RIF, nothing.

Months before | was ever sworn in, the very first time | ever met with the
Commissioner of Trademarks, | don't think I'd ever met Commissioner Chasser
before. | think it was six months before | was sworn in, right after | was nominated,
she came to meet me, and she laid this out. She said, "On your first day on the job,
this is something that you may well be faced with, and | wanted to give you a
waming ahead of time."

Those of you in Trademarks will remember, when | came on board right
around Thanksgiving or Christmas last year, many of you were panic-stricken,
rightfully so, that here around the holidays a new Director was going to walk in and
RIF you, and | told you then | had sat down, met with Clarence Crawford and our
budget people, and we just, we wouldn't do the RIF now. We would absorb the cost,
and we would keep our fingers crossed and see if filings go up. And if they do, great,
and if not, then at the end of the fiscal year, we're going to have to face a difficult
decision.

Now I'm not re-litigating this with you and revisiting the issue to debate it with
you. | understand how most of you feel about it, but I'm telling you that because |
want you to know that it had nothing to do with the strategic plan. The strategic plan
mostly is focused on patents, and mostly is not focused on trademarks and has
almost nothing to do with support staff.

The earlier presentation | did, one of our wonderful support staff came up to
me and said, "In the strategic plan you don't talk about us really very much, and you
didn't say much about us."

| put my arm around her, and | said, "Believe me, in this environment, not
being in that plan and not being talked about is good. It's better that way."

[Laughter.]

DIRECTOR ROGAN: | want to talk about outsourcing the search while we're
on the Patent & Trademark side.

First, on the Trademark side, when we were initially doing this, we were
thinking, well, uniformity, the reasons for doing it on the Patent side are probably
there for the Trademark side. Truthfully, as we've sat and taken input from the union,
from you, from the user community, it's clear that the reasons are different, and so
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we've made the decision not to go forward on outsourcing the search on the
Trademark side because, in fact, we have just the opposite problem on Trademarks
as we do on the Patent side.

But for you on the Patents, let me just tell you, if | were to ask for as how of
hands of how many of you like outsourcing searches, | probably wouldn't see many
hands. | asked Steve Kunin if he liked the idea, and he said, "No. Personally, if |
were an examiner, I'd rather do my own search tco."

But there just aren't a lot of options for us with respect to the work of a patent
examiner. The major time function is either on the search or the examination. What
happens if we outsource the examination? That is not ministerial. That is not a
technical function. The examination process here in the PTO is making that quasi-
judicial determination of whether something is or is not patentable. That is a
sovereign function, and so that is not something that we think is outsourceable.

The search is different. There are numerous examples around the world for
maijor intellectual property offices, including Europe and Japan, that have done it,
are doing it. Do their workers like it? Probably not, but we had to be able to show
Congress that we were willing to meet the mandate of what they were telling us to
do to get outside the box of just saying, "Give us more money to hire more
examiners."

Now for those of you on the Patent side that are concerned that because your
job, that we're looking at outsourcing the searches, this is somehow some secret
cabal to get us outsourcing the examination, too, and do away with patent
examiners, then | would respectfully refer you to the strategic plan that doesn't say
now that we’re outsourcing searches, we don't need more patent examiners, we
need less or we need just a handful of them.

We are still saying we want to be able to hire 750 new examiners this year,
and give us the opportunity over the next five years by hiring 2,500 or 3,000 new
examiners, basically, doubling our examination crew. | mean, if you think from
Thomas Jefferson's time to today, we're at about 3,400, and we want to add up to
3,000 more in the next five years, that is not indicative of trying to do away with jobs.
It is indicative of wanting to change the focus on those jobs.

And so this is the--there's more | can say about this, but | want to leave time
for the union and also | asked Brad and a couple of the people on the working group
at the end of the union presentation to make themselves available for Q&A because
some of you may well have questions about what options did you look at and why
did you accept these options, and so they'll be available to do that.

| just want to leave you with this one point. This is not a perfect world, and
there are a lot of changes that are going to hurt, but there are also a lot of changes
that are going to help.

If we're able to implement the strategic plan, we will have a quality focused-
agency where pendency will go down, where we will lead not just the Federal
Government, but the world on e-filing and e-government, and we will give a service
to our customers, far beyond what we do now. They will be able, with the click of a
mouse, using a compatible system, to seek protection for their intellectual property, |
believe, in virtually every major patent office in the world. That's what we've been
negotiating with various patent offices.
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| want you to know, personally, that the reason | came back into Government
after 17 years of being a gang murder DA, and a judge, and a legislator in the state,
and a Congressman, and who thought he had just had his fill of Government service
and didn't think | was going to be doing this again, | took this job for one reason--the
President asked me.

Well, that's the main reason, but the second reason was it was agency
specific. If it were another agency, | would have said, no, but | knew from my time in
Congress that the PTO was one of the most professional, if not the most
professional, agency in the United States Federal Government, and | wanted to work
around people who were professionals and who were committed to serving their
country.

That was what my viewpoint was of all of you when | walked in the door, and
despite the differences and despite the arm wrestling that we sometimes have to do,
| can just give you my solid assurance that will be my view when | leave.

Thank you very much for giving me your attention and for coming today.

[Applause.]

[End of Recorded Segment.]
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APPENDIX 2

POPA July 17, 2002 Survey Resultlts

Do you believe examiners can issue valid patents and
protect the public from unwarranted patents without doing
the search themselves or having the search under their
control?

Oves 4.6%
Ono 95.4%
Do you believe that if search and examination functions

are separated, overall quality will go up or down?

DQuality will go up 1.4%
Dlquality will go down 95.8%
DQuality will stay the same 2.8%
Do you think the responsibility for doing the search should

be placed under the control of the applicant?

Oves 3.7%
Ono 96.3%
Do you believe that the private sector should be in charge

of the classification schedule for the patent system?

Oves 3.1%
Ono 96.9%
In new applications where an IDS (information disclosure
statement) is filed, approximately how often do you need to

apply additional references when making a rejection in the
application?

[ almost all the time 74.3%
[ most of the time 16.5%
O some of the time 6.8%
O aimost never 2.3%
Do you trust management to objectively re-certify the

competence of primary examiners?

Oves 6.6%
Ono 93.4%
In new applications containing foreign search reports,
approximately how often do you need to apply additional

references when making a rejection in the application?

O almost all the time 69.0%
O most of the time 22.5%
O some of the time 6.8%
[ almost never 1.7%
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Mr. SmiTH . Thank you, Mr. Stern.

Director Rogan, | 'm going to address most of my questions to
you, but in just a minute, | will ask the others to respond as well.

My first question goes to the issue, indirectly at least, of fee di-
version. | think they are as close to a consensus on the desire to
eliminate diversion. And while | know Mr. Stern opposes your stra-
tegic plan, generally, both Mr. Williamson and Mr. Kirk have sug-
gested a 3-year sunset to sort of force the issue and not allow the
increase in fees to continue indefinitely, and therefore sort of set
the status quo in cement.

What would be your response to the suggestion to have some
form of a sunset?

Mr. RoGAN. Mr. Chairman, first, | am extremely sensitive to the
basis for the suggestion of a sunset. | have testified before this
Committee that from the user community 's perspective, they have
a legitimate argument. Why should | have more fees put upon me
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D
\ UNITED STATES
¢ PATENT AND
*x*x TRADEMARK OFFICE

Under of Gt FarIr Properly and
Director of me United States Patent and Trademark Qffice
Washington, DC._20231
www.uspto.gov

APR 232003

The Honorable Howard L. Bettnan
Ranking Membet, Subcommittee on Couts, "
.. the Internet and Intéllectual Property.
Committee on the Judiciary

- - House of Representatives
Washington, DC 20515

Dear Répresentati W —_—

Thank you for forwarding vritten questions-on Tuesday, April 8;2003, as a follow-up -
1o the Subcommittee's April 3 hearing on H.R. 1561, the "United Stat¢s Patent and
Trademark Fee Modermnization Act of 2003”. Your questions and our responses are
enclosed

Agam, 1 wish to express my grantude to you for joining Chairman Smth in mtmducmg
H.R. 1561.  As]Iindicated; I strongly believe that enactment of the bill will enable the
USPTO to achieve the quahty, productmty and efficiency goals that'we all share.

Rest assu:ed that1 look forward 'to-working with you, Chairman Smith, ail-of your .
collgagues; and our stakeholders to address the concerns expresséd at the hearing and -
continue £ work on’ passagc of the Fee Bill in the near future. o

It is my hope that the enclosed Tesponses are helpful. Please let me know if you need
any further mformat:on or haye additional questions.

- Sincerely,

fider Secretary and Ditector

Enclosure
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\ UNITED ‘STATES

¢t PATENT AND
** TRADEMARK OFFICE

Under Secretary of Commerce For Intellectual Property-and
Director of the. United States Patent and Trademark Office
Washington, DC: 20231

WWW.LISEHO.QOV

APR 232003

The Honorable Lamar S. Smith

Chaitman, Subcomunittes on. Courts,
the Internet and Intellectual Property

Committee on the Judiciary

House of Representatives

Washington, DC 20515

Dear Mr. Chaiy:én: s —

Ericlosed for your review is a ¢opy of our response to Ranking Member Berman's written
questions, received at USPTO on Tuesday, . April 8, 2003, as a follow-up to the
Subcommittee's April 3 hearing on H.R. 1561, the “United States Paterit and Trademark
Fee Modernization Act of 2003".

Agair, ] wish to express miy gratitude to you for both-introdicing H.R. 1561 and
scheduling the Subcommittee hearing.  As [ indicated; I strongly believe that enactment
of the bill will enable the USPTC to achieve the qualify, productivity and efficiency goals
we all share. _

Rest asstred that I look forward to working with you; Ranking Member Berman, all of
your colleagues, and-our stakeholders to address the concerns expressed at the hearing
and contifiue to work or passage of the Fee Bill in the near futurs.

Sincerely, -

€1 Secretary and Director

Enclosure
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FoLLOW-UP QUESTIONS AND ANSWERS FOR THE HONORABLE HOWARD L. BERMAN

Question 1

I again commend your efforts in putting together this impressively lengthy and de-
tailed strategic plan as it no doubt represents a tremendous amount of effort. How-
ever, it seems to me that any discussion of a fee increase or the detail of any sub-
stantive changes is premature without some mechanism in place to end the discus-
sion of funds. Without an end to this practice, any increase in revenue would be prey
for appropriators and would most likely not ever be available to fund the ideas con-
tained in your plan. What steps have you or the administration of PTO taken, or in-
tend to take with respect to stopping this practice? Are you and your office willing
to solicit industry support and approach the Bush Administration and appropriators
with a sincere lobbying effort to end diversion?

Answer:

As you know, “fee diversion” is a topic of great interest to many, including the
patent community, independent inventors, and small businesses. You will be
pleased to know that I have personally devoted a great deal of time and attention
to bring this matter up at the highest levels of the Administration. As I stated in
my written testimony before the Subcommittee:

“The Administration shares these ["fee diversion”] concerns. President Bush cut
the level of 'fee diversion’ by nearly fifty percent from the FY 2003 Budget level
in the Administration’s FY 2004 budget request for our agency. Last month
Commerce Secretary Don Evans addressed this topic while testifying before a
subcommittee of the House Appropriations Committee. There he said ’the De-
partment is working to eliminate the practice of using USPTO revenues for un-
related Federal programs. Making more fees available sooner will enable the
agency to increase the quality of patents and trademarks issued.”

In my capacity as Under Secretary of Commerce for Intellectual Property and Di-
rector of the USPTO, I fully support the efforts under way by the Administration.
I am confident that the Congress, including the Appropriations Committees, will use
their best judgment, and support the President’s Budget, as they consider agency
funding during the annual appropriations cycle.

Question 2

Given the subjective nature of quality assessment, from a practical standpoint, lay
out for me specifically some of the main methods the PTO intends to use to both as-
sess quality and to determine the cause of poor quality. What individuals or entities
would be charged with this duty and how autonomous would they be from PTO Ad-
ministration? To what extent was the entire Strategic Plan made available for review
by the general public?

Answer:

As T have previously testified twice before the Subcommittee, patent quality will
always be the highest priority while I am at the United States Patent and Trade-
mark Office (USPTO). Several years ago, you voiced concerns about Business Meth-
od Patents. My predecessor, Q. Todd Dickinson, instituted several quality initiatives
in this technology area in response to such concerns. These included enhancing
training for examiners, expanding the available patent literature for prior art, and
a second level review (also known as the “second pair of eyes”) prior to the approval
of a patent. These initiatives have been well received by the patent community and
have met with considerable success.

Under the 21st Century Strategic Plan, the USPTO will work to enhance the
quality of patent examining operations through additional comprehensive quality as-
surance programs. For example, Patents will enhance the quality of its products and
services by integrating various quality review programs into a single Quality Assur-
ance Program in each of the Technology Centers, as well as expand the quality re-
view of work products and improve the connection between the review findings and
subsequent training. Patents will expand the in-process review to cover all stages
of examination from first action to allowance or abandonment. The results of these
reviews will be used to check the quality of work products during examination rath-
er than after the fact, and determine examiner-training needs. Moreover, as part of
our Plan, the USPTO will hire the people who make the best patent examiners, cer-
tify their knowledge and competencies throughout their careers at the USPTO, and
focus on quality in all aspects of the examination of patent and trademark applica-
tions.

In summary, our number one priority is to emphasize patent and trademark qual-
ity and make it the primary focus of everything we do. The assessment of quality
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lies with the most senior managers of the patent examining corps, but we also are
now in the early stages of procuring private sector assistance in developing new,
more objective metrics of quality.

The patent system is, to a great extent, established by Congress through statute.
Currently, the examination of patents is a quasi-judicial function that rests solely
with the USPTO and its highly trained ranks of examiners who possess scientific
and engineering backgrounds. Under the Strategic Plan, this would continue. One
long-standing check on the quality of patents is the participation in the system by
third parties who raise issues in the Federal courts, which as you know are autono-
mous.

The Strategic Plan was developed in response to a specific mandate from Congress
during the 107th Congress. Last summer, after a top-to-bottom review, the USPTO
developed and submitted to the Hill our original Strategic Plan. That Plan was post-
ed on the USPTO website for public comments. Answers to every question or com-
ment have also been posted on the website. The House Judiciary Subcommittee on
Courts, the Internet and Intellectual Property held on oversight hearing regarding
this proposal. Additionally, the USPTO vetted both versions of the plan with numer-
ous companies, inventor groups, trade associations and our two Public Advisory
Committees. As a result of comments and criticism from the patent user community
and the public, the USPTO developed the new version of the Strategic Plan. The
revised Strategic Plan was developed and incorporates 95% of the old strategic plan.
In February, a 17-page summary of the plan, the 37 action items, and the proposed
Fee Legislation were posted to the USPTO website. In addition, your congressional
office received a hard copy of these documents.

Question 3

Aside from diversion and changes to the fee schedule, in your opinion, what compo-
nents of the strategic plan will require legislation? Would additional legislation be
required to authorize the separation of search from the examination function or does
the PTO have the authority in the absence of such specific legislation? Assuming for
a moment that the search function was outsourced, what type of search would be
talking about, at what stage in the application process would it occur and what ma-
terials (i.e. the abstract? the disclosure? the claims?) would be available to the entity
conducting the search.

Answer:

A great deal of the revised Strategic Plan can be carried out administratively.
However, the fee legislation is the key to many of the objectives that the USPTO
is pursuing. For example, we need statutory authority to refund a portion of the
search and examination fees when the applicant discontinues prosecution prior to
either stage of processing. In addition to the revisions found in the fee bill, two ex-
amples of reforms that do require future legislation are the creation of a patent op-
position system that would permit post-grant review and possible revisions to our
unity of invention or restriction practice.

The USPTO already has the authority to split the search and examination func-
tions. Under our Plan, the USPTO will forward copies of patent applications to
search contractors to conduct the search. The contractor’s work products will be
monitored by the USPTO to ensure that the contractor is producing searches accord-
ing to established requirements and are of sufficient quality. The USPTO will pilot
the outsourcing of searches in FY 2004 to test the concept before a full scope imple-
mentation. For more detailed information on our search outsourcing proposal, please
see the answer to Question #5 below.

As I indicated in my written testimony, the USPTO has already received more
than 75,000 patent search reports from the European Patent Office pursuant to the
Patent Cooperation Treaty (PCT) over the past few years. In addition, we have
signed agreements with our Trilateral Partners to assess further the mutual exploi-
tation of search reports for national and PCT applications. The fee legislation re-
quires enumerating a separate search fee because this change will permit private
contracting entities to search and necessitate a different type of fee.

The USPTO’s FY 2004 proposed budget contains funding for a pilot for splitting
search and examination activities, and the major administrative costs. We have re-
quested $1.5 million to pilot the outsourcing of searches to prove the concept before
changing the patent examination process. The pilot will focus on the outsourcing of
PCT Chapter I search activities. The results of the PCT pilot will provide the Office
with the information necessary to implement the best possible transition from exam-
iner searches to contractor searches. During the pilot, the USPTO will determine
the costs that will have to be paid to the commercial search services for conducting
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these prior art searches. Upon successful completion of the pilot, the use of commer-
cial search services for prior art search reports will be phased in over several years.

The most significant overhead component associated with separating the search
and examination is monitoring the quality of the searches provided by the commer-
cial search services. Under a separate initiative in the FY 2004 budget, the USPTO
has requested $2.8 million to assess and monitor the quality of the searches pro-
vided by these commercial searching authorities. We also have requested $470,000
for system modifications needed to support the outsourcing of the PCT Chapter I
search activity.

Question 4

What is the rationale for separating search and examination? I understand that
doing so would allow the PTO to charge another fee, but what is the logic in terms
of quality to separate these seemingly integral functions. Given that the examiners
want to do the search and in fact consider it to be an integral component in their
examination, should we not defer to their judgment when considering issues of pat-
entability?

Answer:

As I explained in my written testimony, the USPTO and its sister patent offices
throughout the world have considerable experience in splitting the two tasks of
search and examination. Contrary to the assertion that quality suffers under such
a structure, the reverse is true. During the April 3rd hearing, I entered into the
record a letter from the President of the European Patent Office (EPO), Dr. Ingo
Kober, which discusses Europe’s experience in this area. While the EPO does not
competitively source the search function, search and examination have been sepa-
rated within the EPO for more than twenty years without any detriment to quality.
In addition, please refer to the answer for Question #6 below.

Question 5

Your proposed fee schedule imposes a new “search fee”. Under your plan, con-
ducting the prior art search would be out-sourced to the financial detriment of the
applicant. Have you provided in your plan and made available for critique the me-
chanics and economics involved in setting up the administrative infrastructure to im-
plement and oversee the certification, compliance and quality of the entities con-
ducting the search? Specific details please.

Answer:

The USPTO has obtained public comment on our plans and posted on our website
for many months the answers to questions or suggestions we have received from the
public, our patent examiners, and the professional associations with whom we have
worked extensively. We recently published on our website a detailed action plan
which describes our implementation approach. What follows are the highlights of
the administrative structure and processes we are fully prepared to implement.

Traditionally, while the USPTO has always required applicants for a patent to
pay for a search, that cost was bundled into the initial filing fee. The fee legislation
breaks out a separate search fee because, in the future, that will reflect the cost
to the applicant by the private search entity. We believe that ultimately competition
in the marketplace will result in higher quality and more cost-effective searches. Ad-
ditionally, we intend to refund the search fee component whenever we receive a
search report from another certified industrial property office. This is the reason
that the Plan permits the Director to set the fee in the future. The advantages of
outsourcing provide benefits, rather than detriments, to all patent applicants. The
zutsozllrcing of a search to private entities is part of the President’s Management

genda.

To meet the requirements of our customers and to determine the feasibility of
competitively sourcing search functions, the decision has been made to implement
a proof of concept through a pilot program. We will assure quality of contractor per-
formance through evaluations and continuous monitoring of the pilot.

The USPTO will use the contractors to prepare complete and accurate reports for
patent applications. One or more contracts would be awarded. It is anticipated that
there will be at least one contract specializing in each discipline. The contractor may
be a private or commercial search entity with demonstrated expertise and search
skills. The request for a search and the resulting search report are activities be-
tween the USPTO and the contractor.

The USPTO would administer the same preliminary processing procedures cur-
rently established for new application filings. A copy of the application would be for-
warded to the contractor approximately three months prior to the examination. The
contractor would perform a prior art search and prepare a report using PCT guide-



100

lines and USPTO search guidelines for additional non-patent literature (NPL) re-
sources as stated above.

Upon completion of the report, the application would be forwarded to the Patent
Technology Center to await review by the examiner. The examiner would then re-
view the report and prior art cited. If the report was inadequate or if the examiner
was personally aware of other prior art, the examiner could request time to search
them, or have the report sent back to the contractor with an explanation of the defi-
ciency and a request for supplemental information.

The USPTO would maintain the authority to certify that a private firm, indi-
vidual, or commercial entity was capable of providing a valid, thorough, and com-
plete search of the prior art for patent examination processes. A certification process
would be done at the USPTO. The process could be given to firms or individuals
or a combination thereof. The certification process may be based on industry specific
criteria and be given on an individual basis based on the firm’s or individual’s quali-
fications. Similar to the Primary Examiner at the USPTO, a senior member of the
firm could sign off on an “assistant’s” search. Thus, while there are multiple options
available, a preferred one would be to certify the “firm” which, in turn, would be
responsible for certifying their individual searchers.

The critical measures of success would be determined based on the contractors’
ability to: (1) determine if disclosed invention is subject to an international search;
(2) identify a field of search that would cover the disclosed invention; (3) select the
proper tools and art collections to perform the search; (4) determine the appropriate
search strategy for each of the selected search tools and art collections; (5) search
the art collections using the selected search tools and search strategy, and using any
additional strategy suggested by the art that is found; (6) retrieve sufficient infor-
mation from art that is identified during the search to evaluate the pertinence of
the art; (7) select the prior art that is most pertinent to the claimed subject matter;
(8) record the results of the art that is selected according to the criteria set forth
in the guidelines; and (9) determine if certain claims are found to be searchable sub-
ject matter and/or lack clarity or distinctness.

The contractor would have to prove that it has ready access to the appropriate
industry specific search tools. Much of the work in developing industry specific
search tools is either in the process of being done or has already been published on
the USPTO intranet in the form of Search Guidelines. These guidelines were devel-
oped by Quality Action Teams and represent a listing of appropriate search tools
and databases for each technology. The guidelines include PCT Minimum Document
requirements, appropriate text search systems, as well as the pertinent commer-
cially available databases. In addition to using the established guidelines, a classi-
fied search using the U.S. Patent Classification system would also need to be per-
formed, if appropriate.

Another requirement would be the technical qualifications of the contractors’ staff.
Just as in examining, varying levels of technical expertise are required for searching
different technologies. In addition, the contractor would have to provide proof of a
thorough understanding of the patent examining procedures and patent statutes. It
is essential that any contractor have the ability to read and analyze claims, as well
as broadly apply the prior art to produce a PCT-type search report, which would
be submitted to USPTO. The contractor would need to be aware of patent law and
practice and be able to understand such concepts as “motivation” for example. This
could be ensured through testing requirements. Finally, the contractors’ ability to
provide timely reports would be essential to the program’s success. Special attention
would be paid to ensure treaty deadlines were enforced.

For proper examination and quality comparisons, a search submission would be
expected to include, at a minimum, a listing for every search including: (1) text
search systems; (2) commercial databases; (3) USPC classified search, if appropriate;
(4) the complete search statement and logic; and (5) a statement regarding the
teachings and applicability of each reference against each claim.

The USPTO also would have to maintain a “search quality review process” in
order to “sample” the quality of searches submitted by the certified search authori-
ties. A component of the in-process review activity is to evaluate the quality of the
search results for each contractor. A statistically valid sample of cases would be re-
viewed using criteria such as whether the search was based on what is claimed and
reasonably expected to be claimed. Additionally, an experienced examiner will con-
duct a separate search on the same application, to ensure the contractor used the
proper search procedures.

The Office would retain the ability to terminate any contract and “de-certify” au-
thorities that submit a number of poor searches from either the test sample or from
other sources such as examiner reports, requests for re-examination or post-grant
opposition that show clear errors.
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It is possible that separate contractor support would be needed to set up, imple-
ment, and maintain the necessary certification procedures, along with a dedicated
staff of search and examination experts.

Contractors may be required to supply certified translations or English language
equivalents, with valid dates, for any non-English language prior art references
cited, which would also eliminate the need for examiners requesting certified trans-
lations, partial translations and/or on-the-spot translations of non-English docu-
ments.

The USPTO recognizes that the use of contractors to provide prior art search and/
or opinion reports for patent applications is a major change to current patent exam-
ination processes. The USPTO also understands customer concerns for excellence in
a prior art search. To ensure quality art searches are maintained and that there
is uninterrupted service to all USPTO customers, the Office would use the results
of the PCT pilot as its foundation for competitively sourcing all other search activi-
ties within the Office. By using the pilot study, the USPTO will be able to accu-
rately assess the feasibility of competitively sourcing prior art searches. Perform-
ance and product will be reviewed to ensure the highest quality is maintained, using
both an in-process review procedure and separate searches performed by experi-
enced examiners.

The PCT competitive sourcing pilot will be implemented in multiple arts to ensure
the contractors can provide a quality search report for any technology. Between
three and six different art areas, all with generally high backlogs, would be selected
as pilot areas. The results of the PCT pilot will provide the Office with the informa-
tion necessary to implement the best possible transition from examiner searches to
contractor searches. Prior to full-scale implementation, a final report would be de-
veloped that identifies the strengths, weaknesses, costs and benefits. This report
would be published and made available for general review prior to a decision on
whether to further implement outsourcing in other areas of the Office.

There would be multiple evaluations of the search and reports prepared by the
contractors. Examiners would complete an evaluation every time a contracted
search is used in the examination of a U.S. application. There would also be inde-
pendent evaluations both during in-process reviews, and by independent third par-
ties (similar to a quality review of the examination). Failure of a contractor to main-
tain the high quality expectations could result in the “forfeit” of the contract to the
contractor.

Regarding the costs of the commercial search, our view is that quality has not
been properly emphasized in recent years. Accordingly, we have listened to patent
applicants and the consistent message they have conveyed to us is that quality must
be improved and the cost of improving quality is something for which they are pre-
pared to pay.

Question 6

The examiners feel that because of the synergy between exam and search in deter-
mining patentability, it will still be necessary for them to conduct their own search
to maintain high quality. If the functions of search and examination are separated,
is this not extremely duplicative? Further, as I read your plan, the time given to the
examiner to review a case would be reduced by 1/3 if the search is outsourced. If
the examiner effectively has to do his own search to maintain quality, is this not forc-
ing them to do more work in less time? Additionally, the amount by which their time
decreased has no relation to the amount you have picked to change the applicant for
the search. Can you explain this seemingly arbitrary assignment of cost?

Answer:

With all due respect, I wish to clarify this point because you will find that not
all examiners believe this characterization about splitting the functions. Clearly, you
are referring to the testimony of one organization—the Patent Office Professional
Association (POPA). The USPTO held a town hall meeting with our employees last
fall, and I am happy to inform you that I personally spoke with many examiners
who did not share POPA’s views.

With respect to the assignment of cost, the cost assignment is not arbitrary but
reasonable in light of the greatly diminished work any examiner must conduct once
a search report is already provided. We expect a savings of time within the range
of 15-20 percent if the examiners receive search reports that can be relied upon
from either foreign intellectual property offices or commercial search firms. In the
case of a search report from a commercial search firm, the examiner would review
the report and prior art cited. If the report was inadequate or if the examiner was
personally aware of other prior art, the examiner could request additional time to
search the prior art, or have the report sent back to the contractor with an expla-
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nation of the deficiency and a request for supplemental information. Thus the exam-
iner would not be forced to do more work in less time.

As we reported in a previous response to examiner questions, the European Pat-
ent Office’s (EPO) gradual transition to combining search and examination functions
is different than the four-track examination process as proposed in the 21st Century
Strategic Plan. Under the traditional EPO practice, two or more examiners within
the EPO work on a single application. That is, a search examiner performs the
search function, and a substantive examiner performs the examination function on
a single application (sometimes as many as three perform this task). The EPO is
moving towards combining the search and examination functions in order to im-
prove examiner productivity of the combined functions.

Question 7

Has the PTO attempted to create a fee structure that approximates the actual cost
of examining an application? In other words, assigning to each examiner an hourly
rate based on her seniority and experience. Then, have the examiner record the actual
time spent examining the application. Next, multiply the two numbers and charge
the applicant accordingly. This method seems not only obvious, no pun intended, but
also quite equitable. It would effectively charge an applicant the cost of examining
the actual application, ie, an applicant with a single claim, simple invention would
be charged a substantially lower fee than an applicant submitting 500 claims for a
complex bio-tech patent. And, it would provide the opportunity to credit an examiner
with an appropriate amount of time for each application.

Answer:

In part, the concept of equating the labor required to examine an application to
its fee is one of the crucial elements of our Strategic Plan. One of the strengths of
the U.S. patent system is certainty for all parties that participate. There are several
reasons that we would be unable to charge an applicant in the manner you suggest,
(i.e., per hour of examination). For example, such a system would mean that appli-
cants would not know at the time they file how much their applications would cost
to examine. This “blank check” approach would deter applicants and chill the patent
system, particularly for independent inventors and small businesses. Further,
USPTO management does not receive information about how long an examiner ac-
tually takes to examine an application. We do, however, measure total examination
time spent on the total number of cases actually examined.

You will be pleased to learn that the original and revised Strategic Plans contain
provisions that make the application process more equitable. These provisions,
which require the fee bill or other legislation in order to be implemented, add fees
for applications that exceed a certain number of claims or pages or, in other words,
require more examiner time to review. The USPTQO’s current fee structure does not
adequately cover the costs of processing complex patent applications.

The proposals to provide a more equitable application process are still part of the
revised Strategic Plan, although they were scaled back from the original plan due
to industry opposition. In addition, I refer you to POPA’s April 3rd testimony which,
while opposing some portions of the Strategic Plan, was supportive of these concepts
to relate the application fee to the size of the application.

Question 8

Regarding restriction practice, the patent act allows restriction of claims based on
a finding that the claims to be restricted out are “independent and distinct”. The
PTO directive, however, allows an examiner to make a restriction requirement based
upon a finding that the claims are either independent or distinct from each other.
This interpretation operates to the significant detriment of the patent applicant. What
would be your suggestion for resolving this conflict? [See 35 USC .121 and MPEP
803 and 802.01].

Answer:

As explained in detail below, the 1952 Patent Act codified the existing restriction
practice at that time which permitted restrictions to be made in cases where inven-
tions were either “independent” or “distinct” from each other. While the statute
states “independent and distinct,” the legislative history makes it clear that the
word “and” is to be interpreted in the alternative. Accordingly, we have not deviated
from this practice.

The legislative history of the 1952 Patent Act reveals that section 121 was in-
tended to simply codify the already existing administrative standards within the
USPTO for restriction practice. The Senate and House Reports make Congress’ in-
tent regarding this straightforward codification very clear: “Section 120 and 121 ex-
press in the statute certain matters which exist in the law today but which had not
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before been written into the statute, and in so doing make some minor changes in
the concepts involved.” S. Rep. No. 1979, 82d Cong., 2d Sess. 20, reprinted in 1952
U.S. Code Cong. & Ad. News 2394, 2400; H.R. Rep. No. 1923, 82 Cong., 2d Sess.
20 (1952). The Revision Note for section 121 in the House and Senate Reports ac-
companying the 1952 Patent Act similarly described Congress’ intent: “This section
enacts as law existing practice with respect to division [now called restriction], at
the same time introducing a number of changes. Division is made discretionary with
the Commissioner. The requirements of section 120 are made applicable and neither
of the resulting patents can be held invalid over the other merely because of the
being divided by several patents.”

The Office’s handling of restrictions in patent applications is based on historical
practice and legislative history. Prior to the 1952 Patent Act, a number of inven-
tions, such as combination and a subcombination thereof, as well as a process and
apparatus used in the process, were properly restricted by the Office. Nothing in the
language of the statute (35 U.S.C 121) or the Congressional hearings indicated any
changes were to be made to the substantive law on this subject. Office practice has
consistently set forth that inventions may be properly divided if they are in fact
“distinct” inventions, which would separately support more than one patent.

Question 9

What is the accurate and current status of the EPO with respect to separation of
search and examination functions?
Answer:

During the Subcommittee hearing, a letter from EPO President, Dr. Kober, was
entered into the record. In this letter, he explains the current status of the EPO’s
operations, and I believe that this is the best source to comment on the matter.
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